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A ees anker’s Diary 


[Ix defiance of all last-minute appeals to the Government to show real states- 
manship in the cause of national unity, the transfer of the steel undertakings to 
State ownership duly took place on February 15. Appro- 





After priately, the approach of this sombre occasion was marked by 

the a steady slide in the value of Government securities from the 
Steel level of quite remarkable firmness they had attained by mid- 
Issue January. This weakness, however, was dictated by more 


direct and practical influences than the City’s disgust at this 
political irresponsibility. The steady switching by private investors out of 
steel shares into other equities gathere d a somewhat greater momentum than 
had been generally expected, so that, despite a substantial demand from 
institutional buyers seeking a cheap route into gilt- edge d, steel securities 
remained at appreciable discounts on their take-over prices. These discounts 
were sustained, too, by doubts about whether the vesting would go through 
after all (in which case many institutional investors would have been saddled 
with steel shares that they did not want). In these circumstances, the gilt- 
edged market found itself friendless, and even had to face some selling from 
holders who sought to make a turn by re-entering the market via steel shares; 
while industrial equities developed marked strength. 

The one satisfactory feature of this curious phase in the markets is that the 
authorities themselves made no effort to resist the fall in gilt-edged. After 
the credit creations of the second half of 1950, it would, indeed, have been 
doubly culpable if credit had been pumped into the market with the object 
of rigging it for the new issue. As it is, the authorities deserve good marks for 
restraint—a restraint that had the effect of shortening the life of the new 
stock by some twenty years from what would have been possible had prices 
held the levels of mid- January. In the event, the stock—a 33 per cent., 
allotted at par—has redemption dates of 1979-81. More surprisingly, however, 
the ‘‘ departments ’’ pursued the same policy after the issue as they had done 
before. Given the virtual absence of official support, up to the time of going 
to press steel stock has recovered very little from its opening discount of 2 
points. As the stock had to be (and was) ‘‘ worth” par when judged by the 
general market level at the moment of issue, the persistence of a discount has 
inevitably meant that other stocks have continued to weaken. Even so, 
there is stil] a gap in the natural pattern of yields—a maladjustment that 
seems likely to remain so long as any considerable volume of steel stock is 
still held by potential sellers (of which the industrial companies among the 
allottees are probably now the most important). 

It is more than usually difficult to guess how gilt-edged will fare once 
these abnormal disturbances have subsided. Unless the Government’s financial 
and budgetary policy proves to be much more austere than seems probable, 
defence outlays will be bound to aggravate the underlying pressures on the 
market, while hopes of further thawing of the dividend freeze are at present 
adding to the attractions of equities as a hedge against inflation. Yet these 
threats to the pattern of interest rates did not seem to be worrying investors 
in the phase before the steel sw itching depressed the market; and there are 
many who predict that this confidence (complacence might be a better word) 











(14 THE ~BANKER> 








will re-assert itself when the switching ends. Perhaps those who argue thus 
optimistically do not always realize that (although their prediction might be 
justified for a time) they are in effect assuming that Government policies for 
defence will in principle merely re-create the patterns of war-time. And that 
is a very precarious assumption. 
(tr would be unfair to accuse the new army of American “ mobilization” 
authorities of any inborn predilections towards the Daltonian brand of plan- 
ning, but latest reports from Washington certainly suggest 
Cheap Money that they may be stumbling away from economic reality at 
and Controls an alarming rate, in the belief that they are thereby showing 
in traditional American hustle. The freezing order applied to 
Americ: all wages and all non-farm prices from January 26, was not 
really planned. It was a temporary dam thrown in the way 
of a price inflation that had excited considerable public clamour; there is no 
doubt that the upsurge in personal consumption since June had touched off 
a wave of profiteering that would not have manifested itself so quickly in 
Britain’s less virilely capitalist economy. Once the dam was erected, the 
stabilization authorities had to set to work poking loopholes through it for 
such increases as could be “ justified ’’; there can be nothing but sympathy 
for the officials thus called upon to separate sheep from goats in a conglomerate 
list of eight million prices. This desperate exercise in central planning, like the 
somewhat inflexible system of priorities introduced within industry, will be 
very difficult to carry to fruition unless war fever mounts high enough 
to induce more unquestioning acceptance of the planners’ ukases than 
organized labour, at any rate, yet seems willing to accord. The control system 
has presumably been resorted to only because fiscal discipline, as exemplified 
by Mr. Truman’s hopeful request to Congress for $10,000 millions of new 
taxes, cannot be introduced in America in a single Parliamentary afternoon. 
Given the political difficulties in the way of introducing stern budgets in 
America (despite the fact that taxation there, unlike taxation in Britain, has 
not yet quite burst beyond the inflationary limit), the new economic authorities 
cannot pe rhaps be blamed for toying with authoritarian expedients. But the older 
economic authorities most certainly can be blamed for making their task more 
difficult. Mr. Snyder, the Se cretary of the Treasury, has now announced that 
he intends to carry out this year’ . refunding operations on the basis of what he 
called the “ fair and equitable” 2} per cent. interest rate on long-term Govern- 
ment securities. As between § 32,000 and $44,000 millions of the outstanding 
marketable federal debt of $145,000 millions matures in the second half of 
this year, the Treasury's eagerness to keep interest rates low is understandable. 
But the 2} per cent. rate can be maintained now only by a quite exorbitantly 
large creation of credit. Ever since Korea the commercial banks have met 
increased demands for loans to industry by selling Government securities to 
the Federal Reserve at present pegged prices; the crediting of the proceeds 
of these sales to the banks’ reserve accounts puts them in a position to increase 
their loans by six times the amount sold. The Federal Reserve authorities 
have three main grounds of objection to Mr. Snyder’s cheap money policy. 
First, they are well aware of the inflationary consequences of the ‘‘ monetization 
of debt” involved; secondly, they see that this monetization must result 
in greater Government reliance on undemocratic physical controls; and, 
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thirdly, they believe that the acceptance of orders from the Treasury about 
credit prices is derogatory to their own status as an independent agency 
responsible to Congress. It was possibly with this last objection in mind that 
President Truman himself decided last month to intervene—hoping, no doubt, 
to exercise a little diplomacy in his private meeting with the “ Fed’s”’ open 
market committee. Unfortunately, the diplomacy misfired. It seems that the 
“Fed ” indicated that it had still not determined how far, and by what means, 
to pursue its attitude; the President misconstrued this as an undertaking of 
unquestioning acquiescence in the cheap money policy. The “ Fed” is now 
believed to be angling for support of its own point of view from Mr. Charles 
Wilson and the other economic “‘ mobilizers’’’; if it secures it, the days of 
cheap money in America may be numbered. 


GOVERNMENT trading has come under some heavy fire in the past month. The 
Ministry of Food has planned itself into a position where it has had to pay the 
Netherlands £202,000 for not supplying strawberry pulp at a 
The time of glut, and to pay domestic butchers {15 millions a 
Meat year for not handling meat at a time of scarcity. The Minister 
Muddle —_ of Fuel and Power has been criticized by the Chamber of 
Shipping for having announced in Parliament that Britain 
intended to buy a large amount of coal abroad; this publicizing of impending 
orders, which would never have occurred in private trading, sent freight 
rates rocketing and other importers, including the Ministry of Food and the 
Board of Trade, scrambling for shipping space. More serious still is the 
further evidence of the inability of the various British bulk purchasing authori- 
ties, especially those dealing with commodities that appear on the official cost- 
of-living index, to pitch their price offers in accord with the needs of the 
times. The main argument for long-term, bulk purchase contracts is that 
they can sometimes secure commodities at bargain prices between specified 
contract dates in periods of rising prices—although they necessarily yield poor 
bargains to consuming countries in periods when prices fall. Since the war, 
periods of rising prices have been more frequent than periods of falling prices, 
so that believers in the system of Government trading have been able to argue 
that, on balance, consumers have profited from it (except in those commodities 
where discrimination on grounds of quality is important). But this advantage 
will melt away entirely if purchasing missions try to play the Canute in face 
of rising prices at each contract’s end; in such circumstances Government 
purchasing becomes a means of sending the British people to the back of every 
queue for scarce commodities—and sometimes of denying them the oppor- 
tunity to get any supplies at all. 
The train of events that has brought the meat ration down to eightpence 
a week is a prize example of this sort of muddling, as the long series of negotia- 
tions with Argentina—amply reported in THE BANKER*—has unhappily 
shown. When it first became clear that discussions on the meat price would 
have to be re-opened after devaluation, Britain had some very strong bargaining 
points on her side. Argentina was temporarily in desperate economic straits 
(partly as a result of the 1949 drought) and Britain’s meat stocks were bulging 
so abnormally that they were being laid up in refrigerated ships (at an extra 














* See THE BANKER for April, May and November, 1949, and August and October, 1950. 
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storage cost of {609,000 to the taxpayer). Nevertheless, there were signs even 
then that Sefor Miranda’s successors were bringing some degree of order 
back to Argentina’s naturally wealthy economy. If ever there was a time for 
diplomacy vis-d-vis an important supplier, that was it. Unfortunately Mr, 
Webb chose to delay negotiations for three months, and then set the discussions 
off on the wrong foot with a preliminary political bombast that “ he was not 
going to be blackmailed by Argentina’’. The result was that by the time 
that the rise in commodity prices after Korea swung the bargaining advantage 
to Argentina’s side, the talks had become bedevilled with issues of political 
prestige on both sides. Even so, acceptance of the latest (December, 1950) 
Argentine offer of {120 a ton would have involved Britain in a direct increase 
of between only {11 and £18 millions in the annual meat bill—probably rather 
less than Mr. Webb is having to pay the butchers as compensation for not 
handling meat. It may be true that the loss of bargaining “ face ”’ that accep- 
tance of this offer would have entailed would have cost Britain dearly in 
future negotiations with Argentina and with other suppliers. But, if so, this 
would imply that Government trading cannot be expected to yield any net 
advantage even in the conditions most favourable to it—those of rising prices, 


THE deterioration in Britain’s terms of international trade, which the Chan- 
cellor forecast in his contribution to the defence debate, was already evident 
in the January trade returns. United Kingdom exports made 
Dwindling a satisfactory showing, rising to £214.4 millions, or £335 
External millions above the average maintained during 1950.  Satis- 
Surplus faction at this performance must, however, be dimmed by the 
fact that imports in January, at an all-time record of £2984 
millions, exceeded the 1950 monthly average by £81.5 millions. After allowing 
for {8.6 millions of re-exports, the January trade returns showed an “ adverse” 
balance of £75 millions, compared with an average adverse balance of {29 
millions in 1950. Within this general picture, there was also some deterioration 
in the trade with the dollar area in January. British exports to the United 
States and Canada amounted to $57.3 millions, compared with a monthly 
average of $70.2 millions in the last quarter of 1950. At this rate it may not 
be long before the overall balance of payments again dips “into the red” 
after the astonishing achievement of a £200-£250 millions surplus in 19§0. 
There are, however, certain considerations that may help to restore a 
little gilt to the gingerbread. The first is that part of the increased cost of 
raw material imports brings with it an automatic compensation on the 
‘invisible ’’ part of the balance of payments account. The bulk of the profits 
earned on 6s. a lb. rubber accrues to Britain and will go some way to offset the 
effect on the visible balance of payments of the very fact of 6s. a Ib. rubber. 
Freights are steadily rising and trade carried in British bottoms is increasing. 
Slowly—all too slowly, in some respects—the prices of exports are also rising. 
Quotations for steel, coal, sterling oil, cars and machinery have recently been 
hardening. There is no particular reason why the lion’s share of the inflationary 
profits that can be made at this time should go to producers of primary 
materials. In the period of overall scarcity that lies ahead, the world will need 
manufactured goods as much as raw materials. The industrial countries should 
not concede a deterioration in the terms of trade too readily. 
There is one group of countries with which Britain and the rest of the 
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sterling area show no signs of falling into deficit. The United Kingdom built 
up a further surplus of £17,595,714 with the members of the Europe an Pay- 
ments Union in January. ik of this was probably earned by the rest of 
the sterling area and may be matched by a further increase in the sterling 
balances. Of the January sterling surplus, £6 millions was financed by drawing 
on-pre-June 30 resources of other E.P.U. members, £5,797,857 was taken in 
sold and an approximately similar amount added to the British credit in the 
books of E.P.U. That credit now stands at £94,180,714—a very large number 
of eggs to be held in that shaky basket. 


[x the first seventeen days of this year net bank deposits at the London clearing 
banks fell by just under £57 millions, compared with a fall of £79 millions in 
the first eighteen days of 1950. It would be unwise, how- 

Credit ever, to draw any pessimistic conclusions from so short a 
Expansion pe riod, particularly as it is known that end-year idiosyn- 
Slackening ? crasies introduced an especial element of distortion into 
the figures published at the end of 1949. Closer analysis 

suggests, indeed, that the wave of credit expansion that assumed such dis- 
concerting proportions last autumn may now have begun to recede. Between 
mid-November and mid-January net bank deposits rose by less than {13 
millions, compared with a rise of over £27} millions in the equivalent period 
of 1949-50. One reason for this more moderate rate of expansion was that 
bank advances rose by only £31 millions in the two months, compared with an 
increase of £525 millions between mid-November and mid-January last year, 
when the sharp post-devaluation increase in bank lending to industry was 


January, Change on 
1951 Month Year 
£m. £m. {m. 
Deposits dd _ a re 6259.7 — 108.6 + 174.5 
“ Net ’’ Deposits * = na 6043.2 — 56.8 + 191.1 
% t 
oO 
Cash .. oy is mS ee 530.0 (8.47) — 10.1 + 28.3 
Money Mar’ et Assets ar i 2028.6 (32.4) + 28.0 + 228.6 
Call Money . - i 558.5 (8.9) — 33.6 - 2.4 
Bills si ms ie os 1470.0 (23.5) t+ 61.6 241.0 
Treasury Deposit Receipts . . i 383.0 (6.1) — 72.5 — 244.0 
Investments and Advances .. Ps 3169.9 (59.6) -~ 7.8 + 137.8 
Investments x ~ re 1529.4 (24.4) + £.7 + 16.9 
Advances ; ‘ 1640.6 (26.2) —- 3.5 + 115.0 


*After deducting items in course of collection. f Ratio of assets to published deposits. 


approaching its peak. Against this, however, the banks’ investment port- 
folios, which were falling slowly twelve months ago, increased by £15 millions 
in the two months to mid-January this year. It follows that the Government’s 
repayment of indebtedness to the banking system has recently been on a 
slightly larger scale than it was a year ago. 

There seem to be several reasons for this dev elopment. The most important, 
no doubt, is that the Government is not being called upon to provide the sterling 
counterpart of so large an external surplus as that which it had to finance 
last autumn—and some part of the remaining surplus is probably being 
financed directly by a running down of the sterling capital funds that overseas 
traders acquired at the time of the revaluation rumours in October and Novem- 
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ber. In addition, inflation is providing its now customary annual increment 
to tax receipts during the current revenue-collecting season and the Govern. 
ment may be following a slightly more circumspect monetary policy (within 
the limits of manoeuvre that strict accordance to ‘ neutrality”’ allows). 


Tuer International Bank for Reconstruction and Development has continued 
its spell of increased lending activity with the announcement of two more 
loans in the past month. First it announced that a further 


More $15 millions had been lent to the Brazilian Traction Light 
World Bank and Power Company, increasing the total facilities to this 
Loans borrower to $90 millions. Then came news of $60 millions 


of new money to South Africa, of which $50 millions was 
provided directly by the W orld Bank and $1o millions by American com- 
mercial banks whose facilities, however, were geared to the big gger World Bank 
operation. After these two loans, the Bank now has only some $10 millions 
of United States dollars uncommitted. It still has some $400 millions of 
undisbursed cash, but since the bulk of this has been committed for loans 
already made, the time is fast approaching when the Bank will have to increase 
its dollar resources if it is to continue to lend dollars at anything like the pace 
set during the past year. It will probably suit the Bank to come into the 
market with issues of its own bonds for comparatively small amounts two or 
three times a year, instead of making large issues; the effect of large issues is 
to leave substantial amounts of funds unutilized and earning little or no 
interest. An alternative way of mobilizing dollar resources, and one that 
the Bank has already utilized to some extent, is the sale of its borrowers’ bonds, 
either with or without its own guarantee, to commercial banks in the United 
States. 

If the Bank is to find new customers, it may also have to give further 
thought to the cost of its facilities. At the moment one of the largest items 
in this cost is the I per cent. per annum guarantee commission charged to all 
borrowers. This commission is paid into a special reserve accumulated against 
losses. By the end of 1950 this reserve had been built up to the appreciable 
figure of $16,851,907. The Articles of Association of the Bank require this 
commission to be levied for a minimum period of ten years. It is therefore 
possible that borrowers now taking accommodation from the Bank may find 
themselves freed within five or six years from this part of the charge on their 
loans. The Bank has already eased the burden on borrowers by reducing from 
1} to ? per cent. the so-called “‘ stand-by ” commission, that is the rate of 
intere st paid on moneys committed but awaiting disburseme nt. 

In the second half of 1950 the Bank earned a gross income of $13,370,710. 
Its net income amounted to $7,574,631; the whole of this was placed in the 
general reserve, which has ine been increased to $34,572,901. The scope for 
the Bank’s operations would be greatly increased if it were to take a prominent 
part in Point Four or Colombo Plan operations. The prospects of such partici- 
pation, however, should be viewed with some caution. The Bank is still being 
managed on extremely prudent and commercial lines. It still refuses to 
engage in “ stop-gap ’ ’ business. Although it has an observer at the technical 
discussions that are now proceeding in Colombo on the plans for the develop- 
ment of south and south-east Asia, its authorities stil tend to regard the 
Colombo Plan as a relief measure rather than as a commercial operation. 
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BRITAIN’S DEFENCE BURDEN 
I—Apportioning the Strain 


GREAT deal has been revealed in the past month about the scale and 
Apstiern of Britain’s defence programme and about the means by which 

the Government hopes to carry it through. As this information has been 
unfolded it has been shown, once again, that private forecasts have provided 
better indicators of the shape of things to come than the official statements 
themselves. To most unofficial observers it was apparent last summer, and 
certainly by the early autumn, that a defence effort erected on a foundation 
of business-almost-as-usual would be quite inadequate, and that even a pro- 
gramme of the size then envisaged could not be implemented successfully 
without substantial interferences w ithe Britain’s domestic e conomy and standard 
of living. The first virtue of the Government’s new policy is that it jettisons 
all—or nearly all—of those comforting pretences by which, until quite recently, 
politicians were trying to condition the public to the heavy task that lies 
ahead. There is no longer r any contention that the undoubted need to maintain 
the strength of the dome stic economy precludes the taking of abnormal 
measures—without which the scale of possible defence effort would be narrowly 
circumscribed. There is no longer any insistence upon substantial dollar aid as 
the pre-requisite of a given effort. Above all, there is no longer any pretence 
that there will be no significant fall in the standard of living; the Government 
now admits the inevitability of shortages ; of many kinds of consumer goods, 
although it still hopes that the cut in the standard of livi ing, considered as a 
whole, will not be very large. 

This new realism, this dropping of conditions that, if sustained, were 
bound to impose a strong brake upon rearmament, means that the prospective 
increase in Britain’s contribution is more weighty even than that implied in 
the raising of the sights themselves. In spirit and in scale—if differences in 
standards of living and in national resources are taken into account—that 
contribution is now entitled to rank beside the huge defence outlays that are 
being planned in the United States. Though discussions through N.A.T.O. 
are continuous, it is still far from clear whether the several programmes are 
being framed so as to dovetail into an over-riding defence plan; but at least 
there is no reason to feel that the American and British programmes are 
founded upon widely divergent underlying assumptions; and there is no 
doubt at all that Britain’s plan, if pursued with determination, will give a 
strong lead to her neighbouring Allies on the Continent. 

The original plan, as it emerged from last September’s debate, envisaged 
an aggregate defence expenditure of £3,600 millions over three years, plus 
{100 millions for civil defence. Now the aggregate is put at £4,700 millions, 
including civil defence, but excluding expenditures on stock-piling of critical 
materials and excluding, too, capital expenditures on new plant provided, with 
Government assistance, in private industry. It is made plain, also, that the 
estimates are conceived in ‘“‘ real” terms: if prices rise, as they certainly will, 
the defence estimates may be expected to rise correspondingly. The year ly 
average rate of spending on the basic programme will therefore be £1,567 
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millions, or double the sum of £780 millions originally budgeted for the year 
now ending. Naturally, the outlays will mount on an ascending curve. In 
the coming year, the total is expe cted to be about £1,300 millions (or some 
£200 millions more than the prov ision made in the official budget estimates, 
which were prepared under the £3,600 millions programme). Excluding the 
further £140 millions that is expected to be needed in 1951-52 for stock-piling, 
this will mean an increase of £450-500 millions on the sum actually spent in 
a 51. In each of the second and third years of the programme there will 
be a further increase of £250-300 millions, to £1,550-1,600 millions in 1952-53 
and to £1,800-1,850 millions in 1953-54. The aggregate expenditure over the 
three years will be slightly more than twice what would have been spent at 
the pre-Korea rate—an increase of £2,360 millions; while the annual rate at 
the end of the programme will be roughly £1,000 millions greater than the 
actual expenditure in the current year. 

To keep the whole problem in perspective, it is important to realize that 
these expenditures are not to be compared with the effort of war itself: at 
their peak they would represent perhaps not more than one-quarter, and 
certainly not more than one-third, of an all-out war effort. But for peace- 
time they are both massive and unprecedented. On the most sanguine assump- 
tions about productivity, the proportion of the nation’s total production 
(‘‘ gross national product ’ ') that is swallowed up by defence will leap from 
about 6? per cent. in 1950 to I0 per cent. in I95I- 52—and perhaps to nearly 
12 per cent. if stock-piling and other capital outlays are included. On the 
same optimistic assumption, the proportion by 1953-54 would exceed 13 
per cent. 

These global proportions, formidable though they are, do not, however, 
measure the difficulty of the task to be tackled. In the first place, the defence 
demands, so far from being spread evenly over the national economy, will be 
largely concentrated upon particular industries and will fall with overwhelming 
weight upon a few of them. Successive speeches from the Prime Minister, 
from Mr. Shinwell and from the Chancellor have traced this varying incidence 
in considerable detail. Of the total three-year provision of £4,700 millions, 
some £2,200 millions will be spent on production, reseaich and development, 
with a further £650 millions for constructional works of various kinds. No 
less than {1,700 millions (including £350 millions in the first year) of this will 
be re quired from the engineering, vehicle, shipbuilding and aircraft industries, 
while £500 millions must come from the building industry (including {120 
millions this year). The proportion of engineering capacity, taken as a whole, 
to be thus absorbed will rise to 20 per cent.—a large proportion, though 
naturally much less than was absorbed during the last war. And in the 
machine tool industry the total output ({40 millions last year) will fall far 
short of the defence requirements of the next two years (£115 millions). 

Secondly, although the proportion of resources required for armaments 
will be so much smaller than in war, the problem of ensuring the requisite 
diversion of effort from other work will not be correspondingly less; on the 
contrary, in some respects it may be more difficult. Everyone hopes that this 
strengthening of Britain’s defences, in parallel with those of its Allies, will of 
itself be sufficient to prevent the outbreak of another major war. But this 
overriding objective is unlikely to be achieved unless it is apparent, first, that 
the Allies could very rapidly mount a much bigger effort should need arise 
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and, secondly, that the rearmament is not undermining that basic strength and 
virility of the economic system upon which the ultimate staying-power in war 
would depend. For these reasons, the diversion of resources to defence pro- 
duction cannot proceed with that ruthless single-mindedness that would be 
dictated in war. To give defence orders an overriding priority at all points 
and in all circumstances—on the model, for example, of the priority given to 
aircraft production in the early phase of the last war—would be to invite 
disaster. At many points where defence orders will compete with civil work, 
it will be necessary to weigh the cost in terms of damage to the basic fabric of 
the economy. In all such instances the process of securing the productive 
resources required for rearmament needs to be pursued with a delicacy of 
control and a nice discrimination. These are qualities that may be found 
among a small band of higher civil servants. but can scarcely be expected of 
the non-commissioned ranks that will perforce have to wrestle with the bulk 
of the myriad cases that industry will be bringing to the departments as the 
programme gets under way. Moreover, the principle that a civil project may 
be more important than a defence project is evidently open to abuse. There 
will be room for many honest differences of opinion;, M.P.s are likely to be 
besieged by specious appeals that will be more than usually hard to sift; and 
harassed junior civil servants, lacking clear-cut directives, will often be, all 
unwittingly, at the mercy of the most plausible and persistent of their 
supplicants. 
No Cuts IN INDUSTRIAL INVESTMENT ? 

It is impossible to guess how such administrative problems as these are 
likely to be tackled, or how serious the resultant wastages and frictions are 
likely to be. The best that can be said at this stage is that the Government 
seems to be well aware of the basic principles to be followed. Mr. Attlee has 
firmly stated the all-important rule that as much as possible of the burden of 
defence must be carried as we go; that we must refrain both from mortgaging 
the future by running into debt abroad and from reducing the investment 
upon which our industrial efficiency depends. Therefore the main weight of 
the burden, in so far as it cannot be carried by increased production, has to 
be thrown upon consumption. Mr. Gaitskell’s careful exposition, made in the 
subsequent defence debate, showed just how difficult it will be to ensure that 
this does in fact happen. As will be seen from the-figures already quoted, 
almost half the total defence expenditure will fall upon industries—including 
the building industry—the greater part of whose present production is directed 
towards the capital programme or to exports. The prospective additional 
demand on these industries will average between {500 and {600 millions a 
year; and, no matter how competently the Government contrives, some 
impact upon both investment and exports will be inevitable at the outset. 
Indeed, unless the Government is prepared to take draconian measures to 
expand the capacity and man-power of the capital goods industries, it is hard 
to see how the consequential inroads into the civil investment programme can 
be made good even in the somewhat longer run. 

Despite the certainty of strain upon the investment programme, and 
despite the Government's affirmed determination not to make any deliberate 
cut in industrial investment, it does not, apparently, intend to make any 
major cuts elsewhere. In particular, there is to be no deliberate cut in the 
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housing programme. It is admitted that in areas in which major defence 
works are started there will inevitably be interferences with local housing 
programmes; but, despite this and despite the competition for available 
labour, the Government will do “ everything it can” to keep housing as a 
whole at the present rate of 200,000 houses a year. Apart from this, Mr. 
Gaitskell declared that there would have to be some reduction in civil invest- 
ment—but did not say whether this would affect the other projects for social 
capital, the hospitals and schools and sanitation projects that together absorb 
at present about {100 millions a year, compared with £450 millions for housing. 
The impression conveyed is that, for economy in the sphere of ream the 
Government is relying mainly upon the involuntary cuts and delays that will 
be imposed willy-nilly by the sheer inability to get plant and materials and 
labour. But if nothing is done to curtail ‘social investment deliberately or 
to reduce the large outlays for the public utilities (though it is very questionable 
whether any avoidable reduction ought to be permitted here), then inevitably 
the involuntary cuts will fall more or less haphazardly over the whole pro- 
gramme—and probably with a certain bias against industry. 


EXPORTS AND THE RISING IMPpoRT BILL 
The new policy for exports is more coherent. The Chancellor stated in 
January that the rise in import prices was likely to add £400 millions to the 
bill for imports in 1951. Last month he said that the deterioration in the 
terms of trade would cost £300 millions, which presumably means that he 
expects to recoup {100 millions of the added import costs from a rise in export 
prices—or perhaps from the further rise in invisible receipts that flows from 


the rise in primary commodities. This means that if Britain's overall surplus 
were to be maintained—it was running at almost £400 millions a year during 
the latter part of 1950, and amounted to {200-250 millions for the year as a 
whole—the physical volume of exports would have to be increased by £300 
millions this year. Given the strain that rearmament will impose upon the 
export trade, it is highly improbable that even the most drastic efforts to 
curtail supplies for the home market could induce so large a net expansion in 
exports as this. As a later article shows,-the required switching of the types 
of goods for export markets will be so great that it is in any case unlikely that 
the toial export volume could be more than maintaine d. The Government 
has therefore bowed to the inevitable, and has decided “ to drop the target 
for a substantial surplus’, remarking that it is not, however, necessarily 
forecasting that there will be no surplus at all in 1951. 
It is, indeed, conceivable—if the switch of exports to consumption goods 
proceeds without undue resistance abroad, and if invisible income continues to 
‘rise strongly—that there will be a fair surplus, achieved without any perceptible 
change in the total volume of exports. The official objective for the duration 
of the defence programme will, however, be to maintain an overall balance— 
without counting any outlays on imports for the purpose of stock-piling. The 
scale of these outlays will, of course, be dominated by the physical availabilities 
of supplies; and since scarce materials are now worth more than idle gold 
reserves, it is entirely reasonable to reckon, as the Government proposes to 
do, that such purchases for stock should be financed from reserves or from an 
increase in Britain’s tloating liabilities. 

Given this policy, it seems that, despite the prospective further worsening 
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of the terms of trade, Britain’s external account will not this year impose any 
net drain on the total supply of goods at home. Indeed, if the switch in exports 
proceeds less satisfactorily than is hoped, it is even possible that there might 
be some slight uncovenanted—and temporary—relief, through the re-emergence 
of a net deficit. For the purpose of estimation, however, it may be reasonable 
to assume that the volume of exports and the volume of imports (apart from 
any stock-piling) will both be approximately the same as in 1950. 

On this assumption, the only automatic reliefs that can ease the dead- 
weight of the new defence burden must come either from increased production 
or from the mainly involuntary cuts in the capital programme. The rest must 
be met by retrenchment in personal consumption and/or in the Government’s 
own expenditure for non-defence purposes (much of which represents con- 
sumption at one remove). As for increased production, the Government looks 
mainly to the prospect of a continuing increment of productivity. It evidently 
is not yet prepared for emergency measures designed to enforce any large 
increase in the effective labour force, by lengthening hours of work, post- 
poning retirements, recruiting women and increasing overtime. Given the 
need to keep some resilience in the national economy, and to leave some 
reserves for the bigger effort that may yet be necessary, it is probably wise 
not to push such policies very far. On the other hand, the many sources of 
industrial dislocation, fully discussed in the following article, make it certain 
that the increment of productivity will be much less than last year’s astonish- 
ingly high yield, and could easily reduce it almost to vanishing point. The 
Government, though fully alive now to the dangers of raw material shortages, 
is still disposed, however, to hope for a gain of roughly half that achieved in 
1950. Mr. Gaitskell accordingly based his calculations on a yield of 4 per cent., 
a sufficiently sanguine estimate. Presumably he would relate this only to the 
total of industrial production ; because of the immobilities in the economy, 
and the difficulties of transferring workers between widely differing occupations, 
it would be difficult, and in the short run impossible, to bring gains in non- 
industrial production to the relief of the defence effort. 


How Far Must ConsuMPTION FALL ? 

What, on these hypotheses, is the extent of the retrenchment in consump- 
tion, Governmental or private, that must be envisaged? The additional 
defence expenditure will absorb at least £450 millions; and to that has to be 
added, say, £50 millions, and perhaps {100 millions, for the capital outlays 
(including work-in-progress not covered by progress payments) that take place 
in private industry. Against this, a 4 per cent. increment of industrial produc- 
tion would yield little more than £250 millions. What savings are likely on 
fixed capital investment for civil purposes, if the Government relies upon 
involuntary cuts and strictly localized specific postponements ? Since works 
outlays included in the defence budget will this year require £120 millions, 
and since machine tools will be very scarce, it may be reasonable to put the 
aggregate relief here at around £150 millions. Indeed, if the overriding financial 
policy is less austere than the circumstances warrant, so that the effect of 
shortages of materials and labour is intensified, the impact upon investment 
might be greater still—though it would scarcely then fit the Chancellor’s 
forecast of a ‘‘ very small fall’. Some commentators have assumed that any 
savings on fixed investment will be offset by necessary accumulations of 
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stocks. This is a somewhat questionable assumption, given the world-wide 
pressure on available supplies. Beyond doubt, a replenishment is desirable, 
and any further depletion would be disastrous. But if £140 millions is allowed 
for Government stock-piling (and is excluded from this calculation because it 
may be presumed to comprise chiefly imported materials financed from external 
reserves), and if contractors’ work-in-progress is included with the defence bill, 
this would probably mark the limit of what is likely to be obtainable. 

On these assumptions—from the standpoint of the immediate pressure, 
they are rather sanguine ones—the residue of real resources required to be 
found by drafts on consumption would be between £100 and £150 millions. 
The financial burden to be imposed on consumers (or to be financed by Govern- 
ment retrenchment) would, however, be appreciably larger than this prospective 
cut in “ real’ supplies, because the assumed increment of productivity would 
be accompanied by a corresponding addition to the gross incomes of those 
responsible for it. If it is assumed that half these additional incomes is 
accounted for by taxation or by extra savings (the latter chiefly in the form 
of additions to undistributed profits), there would still be a net addition of 
{125 millions to consumers’ spending power. On this basis, the financial 

gap "’ would be between £225 and £275 millions, without taking account of 
any inflationary gap e xisting at the beginning of the year. 

This estimate, it should be emphasized, may differ very widely from the 

gap the Chancellor may deem it necessary to bring into his own reckoning. 
In all such guesses there is not only a wide margin for error but also room for 
honest differences of opinion. Mr. Gaitskell, in a notably objective and careful 
analysis, has firmly acknowledged the lesson of the early post-war phase that 
we stressed in these columns recently—that fiscal and monetary policy must 
move in close support of the physical controls. The implication is that he 
intends to use budgetary and financial policy to close the financial gap, despite 
the piecemeal employment of physical measures to cope with specific pressures 
and difficulties. It still remains to be seen, however, whether the Chancellor's 
good intentions and impeccable analysis will come unscathed through the 
political gauntlet he must run before the budget is framed; in this context it 
is noteworthy that he gave no hint that any substantial economies are con- 
templated in the Government’s own non-defence expenditures, and none is 
discernible in the Civil estimates published subsequently. 

But, even if it could be assumed that the programme for retrenchment 
would be framed with complete objectivity, it would still be quite uncertain 
how much of it would be imposed through the budget as such. The great 
uncertainty this year arises from the financial implications of the rise in 
import prices, especially in relation to the cost-of-living subsidies. Is this 
great increase in the import bill, amounting to perhaps £400 millions, to be 
allowed to fall with full weight upon domestic consumers ? Dare the Govern- 
ment, even if it wished, try to cushion the impact by raising the subsidies ? 
If not, will it face the far-reaching consequences of the impetus that will be 
given to the fast-mounting cost of living, an impetus that would surely destroy 
the last vestiges of the policy of wage stabilization ? In the sphere of financial 
policy, the Government stands at a major turning-point. If even the greater 
part of this burden is allowed to exert its natural effect (and it will be very 
hard to stop it from doing so), it might go far towards compelling the necessary 
contraction of real consumption, because the money spent on dearer imported 
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goods will leave people with less to spend on other things—except to the 
extent that wage increases add to their et incomes 

If the Government is wise, it will seize this opportunity to break away 
from the pattern of policy that it has woven around itself in the past. The 
system of subsidies, of artificial prices, and of attempted stabilization of 
person al incomes is already disintegrating fast, and cannot in any case be 
patched up much longer. If prices are now allowed to reflect genuine increases 
in costs, a start can be made in getting rid of the artificialities—and of cutting 
consumption simultaneously. If the burdens of defence are imposed by these 
means, there will this year be so much the less to impose by specific budgetary 
action. And the Government will reap the tactical advantage of being able 
to represent both unpalatable processes as being necessitated “ by world 
influences beyond its control ”’ 


Il— The Impact on Industry 
By Graham Hutton 


EARMAMENT for a probably protracted cold war will change the 
R pattern of production less drastically than for a hot war, but the process 

of achieving and maintaining the requisite pattern may be in some 
respects more difficult. The defence design has to be woven into the basic 
fabric of the national economy. The object of this article is to examine the 
prospect for industry, and the production machine in general, in face of such 
recent or prophesied hazards as shortages in supplies of materials, allocations, 
re-tooling, disruption of labour supply, redistribution of home trade to export 
trade, alterations in capital programmes, and so on. It will be most convenient 
to examine these hazards under three heads: (a) physical shortages of supplies 
and their effects, () problems arising from the side of labour, and (c) difficulties 
deriving from redistribution of trade between home and export markets, or 
between capital and other goods. 

First, however, it is worth pausing to reflect upon the implications of the 
defence programme for productivity. There was a time—not half a year ago 
—when optimists proclaimed that ‘‘ the secular rise in productivity will bear 
the new burdens of defence’. True, those same optimists were then thinking 
of only a modest spurt in Britain’s defence effort. Yet even that modest 
spurt would have caused dislocation enough; and the current, and more 
suitable, defence programme is clearly going to cause much more. Its extent 
will depend partly upon the “ toughness” of the overriding financial and 
budgetary policy (discussed in the preceding article) and partly upon the 
effectiveness of the control exercised by various public and private bodies 
over the three main areas of hazard outlined above—over supplies, labour, 
and the proportions of home and foreign trade or of capital programmes. 

Of these three hazards, shortages of essential supplies are most obvious 
already. They range from home-produced (and now imported) coal to such 
disparate commodities as sulphur, wool, cotton, sheet steel, copper, lead, zinc, 
steel alloys, newsprint, tallow, tin, rubber and rope-fibres. It is, of course, 
impossible to guess, even w ithin wide margins of error, exactly how much 
extra of all such commodities will be directly required by the expanded defence 
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programme; the Russians would dearly like to know that. But it is possible 
to make some rough estimates of, for example, the extra requirements of 
uniforms (and thus of wool, cotton and rayon); of extra canned food stocks 
(tin, foods, other metals); of extra ferrous and non-ferrous metals for every- 
thing from ordnance to tanks and vehicles and aircraft and shipping; and extra 
timber, metals, chemicals, and rubber, for a wide range of para-military 
products in connexion with new camps, barracks, vehicles, and so on. Almost 
the only commodities in sufficient supply in the world to-day to be able to 
withstand the extra military demands, without becoming short, are sugar, 
oil (at least for the next year or two), cereals, and leather. Everything else— 
from meat to cement, from rayon and plastics to paper and timber, from 
ships to typewriter ribbons—seems likely to run short; if not absolutely, then 
at any rate for certain qualities or in certain localities. 

For this overriding reason the authorities of the leading Western nations 
—led by America and Britain in the NATO organization—have invited more 
than twenty Western countries to form an initial six commodity groups, to 
secure collaboration between producers and consumers for fair and economic 
allocation of available supplies. The first six groups will deal with cotton, 
wool, sulphur, non-ferrous metals (lead, copper, zinc), the steel alloys of tung- 
sten and molybdenum, and those of manganese, nickel and cobalt. The 
United States, Britain and France are to be represented on all groups, and 
other countries on such as directly concern them. In addition, there are 
existing permanent (and now additional temporary) international bodies 
concerned with tin and rubber, which may help in handling the new 
problems as they affect those commodities; and similar bodies exist for oil, 
wheat, sugar, coal, and industrial diamonds. 


INTERRUPTIONS TO OUTPUT 

It is important to remember, however, that such international collaboration 
for the specific aims of defence is entirely new since war ended, and that it is 
bound to meet some teething troubles. If hot war had already broken out, 
there would be as little delay or difficulty in securing virtually precise alloca- 
tion between the nations as there was in 1941-45. But in this cold or lukewarm 
war, the requirements of a vast civilian sector of many more nations’ economic 
systems rank as high as defence; national foibles or fancies have to be appeased; 
and normal, competitive, civ ilian export trade goes on all the time, with its 
counterpart of normal import requirements. It is necessary, therefore, for a 
country that depends on foreign trade as much as Britain does to distinguish 
sharply between getting the imports it needs at any price (which is a problem 
of the terms of trade), and failing to get them for some of the civilian sectors 
of its economy (the home trade, or exports, or the capital programme); the 
latter problem is a problem of production, and costs, and standards of life. 
fo the extent that Britain gets the raw materials it needs, though at high 
prices, it may, of course, keep productivity up, but by the same token it must 
export more to pay the high import prices (except to the extent, in this first 
vear, that it runs down the existing export surplus). This means it must keep 
exports and armaments up, at the cost of consumers at home or of the main- 
tenance or refurbishing of its own productive equipment. To the extent that 
3ritain fails to get enough raw materials—no matter at whe 
not only more serious cuts for home consumers, or for its own capital equip- 
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ment, but also more serious dislocations and interruptions of normal through- 
put; and that adds to existing difficulties the hazards of rising costs due to 
bottlenecks and “‘ switchings’”’ from one end-purpose to another—e.g. from 
home to export markets, from either of these to a defence priority requirement, 
or from the capital programme to export or armaments. Unfortunately it is 
this absolute shortage of raw materials and other supplies that is now in 
prospect. It seems clear that factories will soon be going short in many lines, 
scrounging around, running down the pipelines, and laying-off certain opera- 
tions. In some industries, in fact, these processes have already begun. 

The motor-car industry—so long the protected darling of the export trade 
and the industry most subsidized by ‘“ unrequited exports ” in repayment of 
sterling debt—is already working a four-day system owing to lack of sheet 
steel. The enhanced costs in that industry, the impact of rearmament orders 
upon it, and the re-tooling and other dislocations (such as greater turnover of 
labour, consequent on the four-day week) will continue throughout 1951 and 
well into 1952, even if scrap supplies materialize and Margam’s rolling-mill 
runs on its autumn schedule. This is a good example of the convergence 
upon one industry of all the problems generated by rearmament: short supplies 
of material, interruptions of power and fuel, increased turnover of labour, re- 
tooling difficulties, and the clash of market-needs between home trade and 
export, or between export and rearmament. Yet this pattern of dislocation 
could be duplicated in many other industries: the machine-tool industry, for 
instance, boosted in the war, reinforced from America, diverted to export and 
the home capital programme, and now facing vastly expanded rearmament 
requirements; or the engineering industry in general, which faces a substantial 
switch back from the voluminous post-war business in civil engineering, con- 
tracting and repairing to heavy rearmament requirements and shipping, with 
their ancillary demand for electrical gear and light components. The placing 
of new orders for machine tools abroad testifies to these difficulties. 

Some notion of the extent of threatened dislocations due to shortages of 
supplies or to “ switching ’’ priorities or redistributions, can be obtained from 
examination of the weighting of components in the official Index of Production. 
While industries that obtain ‘‘ domestic’”’ raw materials, such as mining, 
quarrying, china and earthenware, glass, bricks and cement and chemicals, 
are weighted as accounting for 17.4 per cent. of industrial production, engin- 
eering, shipbuilding, electrical goods and vehicles are weighted as accounting 
for another 28.1 per cent.; textiles—most threatened by shortages of material 
and labour—for as much as 5.5 per cent.; and building and contracting—the 
big reservoir of labour, and the buffer upon which rearmament is bound to 
press—for as much as g.2 per cent. Clearly, even if building and textiles and 
the “domestic ’’ industries of mining, china, glass, bricks and cement and 
chemicals of all kinds keep up their productivity—that is, hang on to their 
labour and receive adequate raw materials—they will be keeping up the 
efficiency of less than one-third of the Index. (And that Index as a whole 
applies to little over half the nation’s output as a whole.) Approximately 
one-half of the Index is represented by engineering, vehicles, metals, precision 
instruments, and other manufacturing; and it is on these industries that the 
shortages, rearmament, re-tooling, and the main redistributions will fall. 

Awareness of all this led the authorities here—after unduly delayed con- 
sultations with the industries concerned—to prohibit the use of copper, zinc 
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and brass in the making of certain consumers’ goods; first, after February 1; 
and then, when this was found to occasion too much disruption, after March r. 
Holders of stocks of these metals may, however, use them for the prohibited 
purposes up to June 30. This is a clear indication of the prospect before many 
other industries using the numerous raw materials now so scarce in the world. 
The coal shortage, which is liable to seasonal fluctuations that make a dis- 
criminating allocation system difficult, has been met by a temporary 15 per 
cent. cut in supplies to all industrial consumers. 

The cotton and wool textile trades are, somewhat surreptitiously, again 
whispering of “‘ concentration "’, with shudders at the memory of 1940; though 
the size of stocks of raw cotton and wool is not known. However big they are, 
the rearmament programme, the need to switch the export effort from met tal 
and engineering products to textiles, and the labour problem are causing 
textile leaders sleepless nights; but there has so far been no official hint of 
what the authorities may have in mind for these crucial industries. Their 
usefulness as a reservoir of man-power—and still more woman-power—in 
1940 cannot be duplicated now, when Britain is not only able, but forced, to 
step up textile exports. On the other hand, if their raw material supplies 
diminish, the textile industries’ concentration on export business and _ re- 
armament needs (uniforms, tyres, blankets, etc.) will leave little available 
for consumers; which is why some observers already wish that rationing of 
clothes, drapes, and linens for the home markets had been restored. American 
cotton is to be cut this year by over one-quarter, and that cut cannot be made 
good from other varieties. Wool supplies will be shorter. If exports are to 
increase, home supplies must be severely cut. 

The position of the engineering and textile industries is sy mptomatic. If 
the authorities had been clear in their own minds about the dimensions, timing, 
and effects of the expanded rearmament programme, they could have—and 
surely would have—announced a system of priority orders and requirements, 
or an “‘ earmarking ”’ system of licences, or some method of allocating scarce, 
or near-scarce, raw materials between different and competing end-uses. They 
would have been well advised to do so quickly, because (a) they allowed the 
country’s stocks to be run down in 1950, perhaps by some £100 or £150 millions, 
at present-day replacement values, and (b) the rearmament programme makes 
nonsense without a substantial “‘ strategic reserve ’’ not only of raw materials 
for the actual rearmament industries, but also for all industries vital to the 
export trade, to basic home requirements, and to smooth runs of production 
in factories. The extra {140 millions for ‘ stockpiling ” in 1951-52 will not 
replace stocks Britain had in 1949-50, and since ran down. Moreover, the kinds 
of things stockpiled now will differ. Without the reserve stocks held at the 
beginning of 1950, and without the extra reserves required to underpin the 
expanded rearmament programme, Britain’s most vulnerable industries— 
whether for export or rearmament, and generally for both at once—are now 
more vulnerable than before. Some official ‘‘ scheduling’ of differential 
allocations and/or priority uses is needed—and often loudly de manded—by the 
leaders of a growing number of trades and industries, as the shortages of 
material, and dislocations of rearmament orders or ‘‘ switches ’’ from home 
trade to export, and from —_ to current programmes, have their effects. 
The impression is left that the Government is waiting for the budget and the 
rise in prices of imported goods to work out their impact on the patterns of 








VI: 
ch 1, 
ited 
lany 
orld. 
dis- 
) per 


gain 
ugh 
are, 
1etAal 
Ising 
it of 
heir 
—in 
1, to 
plies 
re- 
lable 
ig of 
‘ican 
nade 
re to 


lf 
1ing, 
-and 
ents, 
ace, 
They 
| the 
ions, 
akes 
rials 
. the 
tion 
| not 
cinds 
- the 
| the 
ies— 
now 
ntial 
y the 
s of 
1ome 
ects. 
1 the 


ns of 


-” 





BRITAIN’S DEFENCE BURDEN 129 





both consumption and production; and is hoping that the real resources 
thus released will suffice for the initially slow, but accelerating, rearmament 
production. ; 
If this is so, it can hardly be enough, or effective. The twin magnitudes of 
the rearmament programme and of the switching to exports required to make 
good the increasingly unfavourable terms of trade and to build up stocks, 
between them threaten the home consumer with greater cuts than the budget 
and other financial pressures are likely to contrive. Accordingly, the outlook 
in most of the export industries mentioned—and, indirectly, in those labelled 
“ domestic ’’, whose raw materials originate inside the country—looms darker 
as we peer farther ahead. After all, even widespread and effective interna- 
tional agreements on allocation of commodities may not bring world prices 
down much, if world demand goes on outstripping supply, and stocks continue 
to be ‘“‘ piled ’’’. A break of 10 per cent. or 20 per cent. in such prices, followed 
by a resumption of an upward trend, would hardly benefit Britain. It would 
give only temporary relief, and it would certainly not obviate the long-run 
need for allocations, priorities, or other such indications of differential end- 
uses for manufacturers. 


LABOUR PROBLEMS 


The other two main divisions of the problem—labour, and the redistribu- 
tions as between home and export trade, etc.—need not be discussed at such 
length. It is the first division—raw materials—that really conditions these 
other two. 

Throughout 1950, as the Wwage- freeze thawed and then cracked, labour 
turnover even in the “ best’ * ieleatuhed (iron and steel, vehicles, textiles, 
engineering) was rising fast. Some big firms found it jumping from about 25 
per cent. in 1949 towards 50 per cent. per annum in late 1950. The first 
round of wage-increases has now embraced over seven million workers and 
still goes on, while the cost of living is rising more rapidly than ever, and the 
budget looms up; so the wage-structure is bound to change. It will change, 
because of rearmament and its attendant influences, more towards the pre-war 
pattern. First, the wage-differentials between industries are likely to widen; 
and, after that, the differentials between skills may widen too. The increased 
requirements of man-power for the forces—and to a small extent the call-up— 
will also have their effect. Across the range of ‘“ rearmament ”’ industries, 
from coalmining to aircraft and tank manufacture, from shipbuilding to 
electrical components, wage-rates are likely to rise faster than for other occu- 
pations; and rates for skilled men—to say nothing of their overtime and 
bonus earnings—are likely to rise even faster than those for unskilled. No 
amount of calling-in of older married women, or of the elderly or the young, 
will offset this premium upon certain skills. Despite all dilution, it will remain; 
for this is not a hot war situation: it is a cold one, with export and civilian 
output still going on, and without vast armed forces draining the unskilled away. 

The problem of labour turnover is aggravated by the magnitude of the extra 
requirements of labour, directly due to the rearmament programme. Once it 
was of the order of some 250,000 full-time men, both for the armed forces and 
for their maintenance and supplies. Now it is much nearer 600,000, or even 
750,000, effective extra full-time workers required. The labour supply has 
been extraordinarily stable, despite all the stimuli of “ full employment ”’, for 
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the past three years. It might be possible to pull in another 250,000 part-time 
or elderly workers; but to find the equivalent of 600,000 to 750,000 full-time 
men means many cuts, redistributions of effort, and losses from one line of 
trade or occupation to recruit another. Moreover, if the turnover required 
can be successfully achieved by 1952, there must be a more rapid upsetting of 
routines, working teams, lines of production, and skills on jobs. The more 
successful the rearmament programme, and the more accurately it runs to 
schedule, the worse the bottlenecks will be. Even if, say, 100,000 building 
operatives, or textile workers, or assistants in distributive trades, transfer to 
engineering or vehicles, there will certainly be a drop in efficiency in the trades 
losing man-power, and no commensurate increase—indeed, certainly a drop 
in overall efficiency per head—in the recipient trades. Moreover, this re- 
direction of effort will affect costs and prices, in home and export markets, 
since so many firms and trades will be working for all three “ clients ’’—te- 
armament, home trade, and export. The twin shadows of “ direction of labour” 
and ‘‘ reserved occupations ”’ loom ahead. 

To some extent, of course, this labour problem will prove manageable 
because fiscal and other dampeners of home demand will be working to offset 
rearmament demand. Rearmament demand is not expected to reach its peak 
until end-1952; meanwhile some labour will be freed month by month— 
certain small metal-using firms, working for the home trade, have in fact 
started to lay off workers already. The local Ministry of Labour officials, 
moreover, will exert a potent influence upon young persons, or older workers 
lodging their books, or on persons coming back into industry. But there is 
no gainsaying the magnitude of the dislocation of production due to this 
overall problem of labour redistribution; and, here again, it is neither enough 
nor effective for the authorities to rely simply on the budget, the rises in 
wage-rates, and a few rudimentary Orders about the use of copper, zinc and 
other specially scarce materials, to overcome the labour bottleneck and secure 
the new distribution of effort. 





REDISTRIBUTING PRODUCTION 
Much the same is true of the final division of the problem examined in this 
article: the redistribution of effort as between capital programmes and current 
requirements, or as between home trade and exports. Many of the foregoing 
considerations about materials or labour can be applied, mutatis mutandis, to 
these other redistributions. With the consumer’s ever-present temptation to 
encash part of an enormous overhanging bulk of savings, the authorities can 
scarcely rely on new taxation, and on outright inflation and the rising cost of 
living, to set free resources from the home trade in time for rearmament and 
the reshuffled range of exports. The magnitude of the problem prevents that. 
Almost one-half of the defence programme in 1951-52 will fall upon industries 
working for domestic capital equipment or for exports. It is a big effort, 
concentrated on a few industries. The necessary cuts for the home market 
are likely to prove the more severe, and the “‘ switches ”’ in exports the more 
embarrassing. There are signs that this has not yet been understood. 
Yet the effects of these domestic steps will be felt sometime; and on theit 
heels may well come more direct measures, such as fresh cuts in housing of 
private capital programmes. As soon as all these influences operate, the 
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redistributions of effort—towards exports or rearmament, or towards different 
kinds of exports—will occur; and as they occur, production will be inter- 
rupted, dislocations will take place, and costs will rise. Government spokes- 
men have been urging manufacturers of consumers’ goods for the home market 
to switch to the export trade, and manufacturers of capital goods for export 
to switch to rearmament. But it is by no means certain that Britain’s clients 
abroad who want an electrical generating station and its equipment will be 
satisfied with millions of shirts instead. Nor is it certain that Britain can 
compete as easily for export trade in consumers’ goods as in capital goods. 
Some firms and industries manufacturing consumers’ goods for export declare 
that, thanks to the rate at which prices of raw materials, labour, and other 
components are rising, many overseas markets are no longer responsive. 
It may well be that, instead of having to make more exports of consumers’ 
goods, to take the place of former exports of vehicles and capital goods, Britain 
may yet have to redistribute its export effort within the capital goods range. 
It may have to leave the productive equipment of consumers’ goods industries 
where it is for some years, and instead concentrate investment in productive 
equipment at home in a few capital goods industries, whose products are 
needed not only for rearmament but also for extra exports to offset the un- 
favourable terms of trade. It would, of course, be madness to turn the invest- 
ment programme upside down for many years ahead to accord with a situation 
that was purely temporary. But if, in the long term as well as in the short, 

overseas markets for British consumer goods have reached an overall degree 

of inelasticity, what else can Britain do but expand its capacity for making 
and exporting capital—or at least durable consumers’—goods ? There are 
signs that this is already the position; and it may yet powerfully affect the 
impact of rearmament upon the economy. 

It has not been possible here to do more than examine the surface of the 
three divisions into which the production problem in 1951 and 1952, conse- 
quent on the rearmament programme, can be divided. But enough has been 
said to suggest two broad conclusions. First, time, and therefore timing, js 
of the essence of the problem. Raw material prices will not stand still while 
the planners deliberate. If the resources the Government intends to set free for 
rearmament and exports are set free too late, it will not only be rearmament 
that will suffer. Britain’s export trade, its dollar reserves, its sterling relation- 
ships, and its strategic stocks will suffer, too. Consequently there may be a 
perpetual and harmful tug-of-war from now on between the desire to impose 
priorities and controls, and the desire to “‘ cause the least possible interference”’ 
And that is exactly what is not needed! 

Secondly, the degree to which this rearmament programme, and the 
worsening of the terms of trade, will affect industrial productivity and efficiency 
in general is much greater than was imagined. It will probably grow in intensity 
throughout 1951, and perhaps well into 1952. The redistributions and re- 
shufflings are going to have very widespread effects indeed. 

One. may well ask, therefore, whether the Government, the representative 
industrial bodies, and the T.U.C. came together early enough, or indeed have 
yet measured their deliberations and proposals against the dimensions of the 
problems. Those problems are already ominously large. They will grow 
steadily larger this year and next. 
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What Bait for Small Savings ? 


T is apparently no more than a fortunate coincidence that the national 

savings movement has been provided with two new weapons for a small 

savings drive just at the moment when rearmament has made such a drive 
more urgent. The decision to issue the new and higher yielding ninth series of 
national savings certificates and fifth issue of defence bonds was taken more 
than seven months ago. It was taken because Sir Stafford Cripps recognized 
that the customary differentiation between the terms offered to holders of 
national savings certificates compared with those offered to holders of market- 
able gilt-edged securities had been narrowed unduly by market develop- 
ments in the last three years. Originally, at any rate, there seems to have been 
nothing more in it than that. Now, however, that the new certificates and 
bonds, after their long delay in printing and preparation, have made their bow 
amid rearmament’s alarums, it will be surprising if the opportunity is not taken 
to pull out all the stops on the publicity organ for an ambitious small savings 
drive. 

What are the prospects of success for such a drive ? Before answering that 
question it is essential to be quite clear about what “ success "’ means in this 
context. It certainly cannot be measured by the number of new certificates and 
defence bonds sold. It is already clear that there will be fairly substantial 
switches out of other forms of accumulated savings into the new certificates and, 
to a less extent, into the new defence bonds. The certificates, after all, carry an 
average compound interest rate of £3 os. 11d. per cent. per annum if held for 
their full ten years (compared with a rate of £2 13s. 2d. on the withdrawn 
eighth issue). Since this interest is tax free, the average yield to any holder who 
pays the standard rate of tax is equivalent to a gross interest rate of £5 Ios. gd. 
per cent. For the surtax payer the gross rate is correspondingly higher ; those 
who pay Igs. 6d. in the £ (or 39/40 of their marginal income) in income tax and 
surtax receive the equivalent of a gross rate of 40 times £3 os. 11d.—or nearly 
122 per cent. It is clear, therefore, that*to a wide range of existing investors 
the opportunity to switch £375 worth of their accumulated savings into this 
new instrument is quite simply an opportunity to make between {£5 and {10 
more tax-free income per annum than they are making already ; for a family 
unit this sum can be multiplied by the number of individual members in whose 
names certificates are taken. The new issue of defence bonds, which carry 
interest at 3 per cent. (against 2} per cent. on the previous issue), is as usual 
subject to income tax (although the interest is paid gross). But since these 
bonds, like the national savings certificates, are free from all risk of capital 
depreciation in money terms and since they can be cashed at six months 
notice (or even earlier if six months interest is forgone), it will be surprising 
if there are not substantial switches into them. One of the main sources from 
which these switches will come may be the old 2} per cent. issue of defence 
bonds. Except for a few surtax payers (whose calculations have to be heavily 
weighted by the 1 per cent. tax-free capital appreciation that the 2} per cent. 
issue, but not the new one, enjoys at the end of its life), switches from the 2} 
per cent. to the 3 per cent. defence bonds must necessarily be worth while. 

The heavy switch es of accumulated savings, to which the new issues of 





ational 
. Small 
i drive 
ries of 
1 more 
enized 
lers of 
iarket- 
velop- 
‘e been 
es and 
‘ir bow 
- taken 
avings 


ig that 
in this 
es and 
tantial 
es and, 
ry an 
eld for 
drawn 
er who 
OS. gd. 

those 
ax and 
nearly 
vestors 
to this 
nd {10 
family 
whose 
| carry 
; usual 
> these 
capital 
nonths 
prising 
s from 
lefence 
eavily 
r cent. 
the 2} 
ie. 
sues of 


WHAT BAIT FOR SMALL SAVINGS ? 133 


savings certificates and defence bonds are already beginning to give rise, do 
not, however, carry any advantage with them to the national economy. 
Indeed, since the investor gets a good bargain, relative to other investment 
outlets, from such switches, it must follow that the Treasury gets a bad bargain 
from them. This view would be tempered, of course, if national savings certi- 
ficates tended to be realised rather less readily for consumption purposes than, 
say, marketable securities. The rising rate of annual yield on national savings 
certificates is deliberately designed to weight the scales against early encash- 
ment—and the curve of rising yields has been more deliberately warped on this 
ninth issue than on any previous one. Against this, however, it must be remem- 
bered that the money value of both certificates and defence bonds remains 
intact ; there is no prospect of detractions from them by that automatic capital 
levy, a rise in the rate of interest, that may reduce the value of other fixed 
interest assets sold for consumption purposes at tifnes of inflation. 


DIFFERENT ROLES IN WAR AND PEACE ? 

The real test of the advantage that the new national savings drive will yield 
to the British economy will be whether it brings about a genuine cut in personal 
consumption. There is a danger that the nature of this task may be mis- 
understood by those who look back on the apparent achievements of the war 
period. At the peak of the new rearmament programme, annual personal 
consumption will almost certainly not need to be cut by as much as £500 
millions—that is, about 6 per cent.—below the present level. Between 1939 
and 1943 personal consumption was cut by some 16 per cent. and in 1944 the 
national savings movement alone, which had just about broken even in the 
years before the war, showed a surplus of £639 millions. Are there any reasons, 
it may be asked, why the movement cannot play a comparable rdéle in the 
much smaller essay at cutting consumption that is required now ? 

Unfortunately, there almost certainly are. The national savings movement 
during the war was never one of the major tools that made the way straight for 
the war effort. Its rdle was that of the bucket in front of the lawn mower. 
Personal consumption was cut by the blades of rationing, of non-availability of 
goods and of the sheer inability of those working long hours to find time to 
shop ; the nation was fortunate that the spare purchasing power thus created, 
which might have festered if left to lie around the garden, was gathered together 
neatly in the coffers of the national savings movement under the impulse of 
many thousands of bluffly revivalist meetings in bunting-bestrewn village halls. 
The road cannot be—indeed, should not be—so easy for the savings campaign 
of 1951. It so happened that the method largely used for financing the war— 
that of keeping money incomes high, consumer goods scarce but prices rela- 
tively low—was a way ideally suited to boost the fortunes of the national 
savings movement. It is not certain, however, that it was the ideal way of 
financing the war—and it is quite certain that it would be the wrong way to 
finance rearmament in time of peace. For in peace the patriotic urge that 
impelled the cut grass into the bucket would certainly not be as strong as it was 
in war; what is needed now is complete eradication of all excess purchasing 
power through a budget surplus. 

The réle of the national savings movement in the coming rearmament drive 
should, therefore, be less exciting—in terms of hundred million pounds targets— 
but more exacting than its rdle in the war. For the movement should now try 
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to work in a modest way as a cutting blade itself. There is no doubt in which 
sector of the economy its main field of operations should lie. A recent report 
of the Inland Revenue Commissioners revealed that some 70 per cent. of that 
part of personal disposable income that can be allocated between different 
income ranges now accrues to those with less than £500 per annum before tax. 
It may be that over 75 per cent. of total personal consumption is accounted 
for by purchases within this income range, which just about spans the earning 
expectation of the ordinary manual workman. The success or failure of the 
new savings drive will have to be judged largely on how far weekly sales of 
certificates in the factories and in other working class savings groups can be 
stepped up. 

The advantage to the national economy of a successful and broadly based 
savings drive at this moment cannot be gainsaid. It would provide the one 
clear alternative to the sorry mixture of higher taxes, tighter physical controls 
and longer shopping queues that seems to be the present prescription for the 
carrying through of the defence programme. It would also, incidentally, be 
about the only prescription that could ensure that the defence programme goes 
through without dislocation ; there may be much more truth this time than 
there ever was in war in the direct relationships that public speakers were wont 
to draw between the volume of new savings and the number of new tanks in 
the field. Unfortunately, however, it is impossible to av oid the conclusion that 
this new campaign may be one of those battles in which each individual may 
obtain the greatest advantage if everybody else is patriotically saving while 
he himself is unpatriotically spending to lay in stores before prices rise higher. 


CAPITAL ADJUSTMENT FOR RISING PRICEs ? 

[t is becoming increasingly clear, therefore, that special inducements may 
have to be devised if a savings campaign is to be a success in present conditions, 
when many people expect that prices of durable goods are going to rise at a 
faster rate than the capital value of the certificates themselves. The answer to 
this problem almost certainly does not lie in raising the rate of interest still 
further—though it may be noted that the yield on national savings certificates 
still compares much less favourably with the yield on Consols than it did during 
most of the war. But the man who needs an assurance that his savings will not 
depreciate in real terms would not have his mind set much easier at rest bya 
certificate carrying 4 per cent. than by one carrying 3 per cent. ; the uncer- 
tainties overhanging the cost of living cannot be gaug ved j in such fine terms. 

It is this difficulty that suggests that serious consideration might well be 
given to a proposal put forward by a well-known industrialist in a letter to 
The Times last month. This proposal was that the capital value of national 
savings certificates might be adjusted on repayment in accordance with any 
changes in the cost-of-living index between purchase date and maturity. Any 
such scheme would need careful scrutiny; it is only too clear that the official 
retail price index is only a very rough guide to long-term movements in 
prices—and the closer it is tied to policy the greater the temptation for politi- 
cians to meddle with it. But provided the imperfections of the scheme were 
not deliberately distorted by Government manipulation of the index—and 
provided the facility of adjustment of capital values was firmly withheld from 
all certificates encashed before maturity—the idea might have some merit. It 
could, indeed, have a beneficial influence on Government policy as well as on 
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individual savers. The objective of the Government’s price policy at the present 
time should be to pass the rise in costs of imported materials through to end- 
products as soon as necessary but to conduct its internal anti-inflationary 
policy in such a way as to prevent an additional impetus being given to prices by 
runaway domestic demands. An obligation to repay national savings certi- 
ficates ten years hence in terms of current purchasing power would at least be 
some inducement towards the latter objective of policy. 

The desirability of offering some guarantee of reasonable stability of real 
values to any small saver who holds the new certificates to maturity seems to be 
strengthened by considerations of ethics even more than by considerations of 
expediency. Since most small savers are not very sophisticated calculators of 
prospective net profit, fears about maintenance of real capital values may not 
be as widespread as they ought to be. Many purchasers of these certificates out of 
current savings may, therefore, be impelled by exhortations to patriotism, as 
issued by the devoted army of savings workers, by statesmen and by the Press. 
It is idle to suppose that there will not be some moral compunction against 
issuing these appeals to patriotism if they may, in cold fact, also be appeals 


NATIONAL SAVINGS—CASH RECEIPTS AND REPAYMENTS 
(£ millions) 
RECEIPTS ) REPAYMENTS Total 
Yeay ending Savings Defence Savings Savings Defence Savings Net 
March 31: Certificates 3onds Banks Certificates Bonds Banks Receipts 


— 206. : 28... 171.9 + 30. 
118. 532. 49. 9.! 256.4 +-639.2 
124. OFZ. : | 600. ! 13. 319.! +625. 
221. 675. 109. 20. 497. +473. 
209. 720. ! 138.¢ 62. 633.5 +298. 
68. 705. 135. 147. 632. + 82. 
39. 656.9 125. 98. 617.1 -— 25.3 
24. 648.7 125 43. 077.5 - 7I. 
33. 537-9 107.1 40.4 580. — 103.7 


1938 re 24. 
1944 se Se 
1945 + ee. 
1946 ao 204. 
1947 «xe Keg 
1948 a em 
1949 so SEG. 
1950 ar 102. 
pee 


ou 


4 
4 
3 
8 
o 


ae 





nn 
_ 


o 
© 





* Ten months to January 27. + Including repayments on maturity. 


to small savers to make real capital losses. So long as the principle is maintained 
that the small saver should be offered better terms than the large saver—and 
that principle has been a feature of British finance for over 35 years—it is 
difficult to avoid the impression that some offer to guarantee stability of real 
values is the missing feature of the foundation on which a new and completely 
honest savings campaign should now be built. 

There is one other question that requires attention on this eve of a new 
savings campaign. If the case is conceded for baiting still further the hook for 
holders of national savings certificates, does this mean that there is also a case 
for raising the return offered to those who save through the Post Office and 
Trustee savings banks ? The weight of evidence seems against such a sugges- 
tion—unless, of course, the Government (with the object of cutting investment 
rather than expanding savings) plucked up the courage to raise interest rates 
right across the board. 

_ The accompanying table shows the record of the national savings movement 
in recent years. The figures for repayments of defence bonds include bonds 
paid off at maturity ; the figures of savings bank transactions in 1945-49 include 
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transactions connected with the Services release benefit accounts ; the figures 
for repayments of certificates do not include interest payments. These 
factors serve slightly to distort, but they do not obscure, what seems the clear 
lesson of the experience of the national savings movement in the last five years, 

The table shows that, as was to be expected, repayments on all the main 
savings media showed a sharp and sudden jump as soon as peace returned, 
But the progressive decline in the movement’s net returns in the last four years 
has been very largely due not to further increases in repayments but to the 
decline in receipts on the two major media for long-term savings—in savings 
certificates and defence bonds. This argument is reinforced by the fact that 
some 65 per cent. of all national savings certificates purchased since April, 
1947, have been bought in lots of 100 units—in other words have almost 
certainly represented switches from other forms of investments rather than new 
current savings. The figures suggest that genuine new long-term saving through 
the national savings movement in recent years has virtually ceased. 

While gross receipts on saving certificates and defence bonds have been 
declining, the gross receipts of the savings banks have remained remarkably 
buoyant ; weekly receipts are currently still above the weekly war-time peak. 
The savings banks, however, are chiefly media for short-term savings ; they are 
the customary repository for that part of wages that is earmarked for holidays, 
for special items of expenditure (such as the down-payment on a television set) 
and, sometimes, for precautionary reserves. When the pressure of living costs 
increases, it shows itself first in smaller purchases of savings certificates and, 
secondly, in higher withdrawals from Post Office savings accounts. It seems 
to be only comparatively rarely that this pressure spills over into a third sector, 
into higher encashments of savings certificates. There has been some sign of 
such higher encashments since Korea but, in general, the low rate of with- 
drawals from this sector has been remarkable—especially when it is remem- 
bered that the accumulated principal of these certificates now amounts to 
over £2,100 millions, compared with £517 millions just before the war. 

To sum up: The function of the national savings movement in the rearma- 
ment drive should be that of persuading the people to forgo consumption—a 
much harder task than it performed during the recent world war, when it had 
to do little more than siphon floods of idle money out of the war effort’s way. 
It will bring to this task, besides its own matchless (and voluntary) enthusiasm, 
the useful weapon of increased rates of interest on national savings certificates 
and defence bonds—the only two media for genuine long-term savings in its 
armoury. One of many obstacles that its campaign may meet may be the fear 
that the capital value of these certificates will grow at a slower rate than the 
rate of diminution of the real value of money. Whether that fear should be 
countered by some sort of guarantee based on the cost-of-living index is a point 
wide open to controversy. But there should be no controversy that the Govern- 
ment, once it has given its blessing to a new savings drive, is morally bound to 
take all steps to prevent prices from being inflated by excess demand in the 
domestic market. The nature of the steps that should be taken has been 
discussed many times in THE BANKER. But it is impossible to let the present 
occasion pass without pointing out that a rise in the rate of interest, which has 
now been recognized as having an anti-inflationary part to play in one small 
compartment of Britain’s post-war economy, cannot surely be for ever regarded 
as a weapon of such purely selective appeal. 
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Germany’s Standstill Debts 


NE of the major pre-requisites of Western Germany’s advance from the 
() satus of an occupied territory to that of full sovereignty is the recogni- 

tion of her external debts. When the foreign ministers of the United States, 
Britain and France decided last autumn to revise the Occupation Statute, 
they laid down that one of the conditions of such a revision should be a formal 
acknowledgment by the Bonn Government of responsibility both for the pre- 
war debts and for the debts incurred by Western Germany to the occupying 
powers since the end of the war. The Bonn Government have shown some 
diffidence in shouldering any such commitment. There are grounds for hoping 
that they may come round to some acknowledgment of responsibility soon, but 
their initial reaction was that it was asking too much of them to sign on the 
dotted line and incur specific liabilities while the details of their commitment 
were still unsettled. 

These details, it should be added, have far from crystallized at the moment. 
A tripartite committee, representing the United States, British and French 
Governments, has been discussing the problem in London for some time and 
its progress so far has made the pace of the snail appear vertiginous. This 
committee has admittedly a complicated task. An immense amount of 
investigation has to be completed before the magnitude of the problem can 
be ascertained. The experts were given clear ministerial instructions to avoid 
in any of their recommendations the danger of creating another transfer crisis 
in Germany; there will be general agreement that there must be no repetition 
of the situation that proved so disastrous not only for the German but for the 
world economy after the first World War. 

The first question before the expert committee is that of priority between 
Germany's pre-war and post-war debts. In all the agreements made between 
the occupying powers since the end of the war, care has been taken to secure 
priority for post-war debts. These debts are the American War Department 
expenditure in Germany (GARIOA), the aid given by the British Treasury for 
civilian supplies, and the provision of Mé irshall Aid by the United States. 
Priority was secured for these debts in the Potsdam Agreement and reaffirmed 
in the Tripartite Zone Fusion Agreement. The intention was to protect both 
Germany and the Western occupying powers from Russian demands for 
reparations out of current production. But these are essentially political debts. 
To ask the Bonn Government to recognize them in full and meet their service, 
would not only deprive pre-war creditors of all hope of getting any satisfaction 
but would break the German balance of payments once and for all. The Bonn 
Government has argued that under The Hague Convention any occupying 
power is bound to feed the local population and prevent starvation and disease. 
This is not a complete answer to the Allied case and it may be reasonable that 
there should be some reimbursement by Germany for the substantial relief 
expenditure incurred by the Allies in Germany. It would, however, be un- 
reasonable from all points of view to allow these w holly uncommercial obliga- 
tions, for the bulk of which no contract has been signed and no commitment 
undertaken by Germany, to take precedence over commercial debts. 

There are, however, other post-war claims on Germany to which a higher 
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measure of priority must be given. In the first place, there are the debts 
incurred by the German Government towards the European Payments Union; 
secondly, there are important debts arising from commercial or semi- commercial 
transactions, among them D-marks accumulated by film companies. Most of 
these must be regarded as current commercial debts on which no de fault has 
taken place and on which, therefore, the question of recognition does not arise. 

The next problem of priority is the ranking to be given to the various 
classes of pre-war creditors. Broadly speaking, these claims fall into two 
classes: the bonded debts and the standstill debts. The terms of the bonds 
appear to give certain classes of creditors absolute priority. The Dawes Loan, 
for example, gives the bondholders unconditional prior lien on all German 
assets and revenues. The trustees for the various loans may be expected in 
the normal and wholly justifiable exercise of their function to extract the best 
possible terms for their bondholders. They should, however, recognize that 
over-meticulous concern for the letter of each bond may hamper rapid and 

satisfactory agreement over the whole range of German debts and may there- 
fore be positively disadvantageous not only to the external creditors of Germany 
as a group, but to the holders of the particular loan for which the trustees are 
doing battle. It may further be claimed that most of the existing holders of 
these bonds are a long way removed from the original holders and have acquired 
them as promising speculations at prices little higher than “ option money ” 

The standstill creditors for their part can claim to be holders of a remnant 
of German external debt originally incurred as a short-term commercial obliga- 
tion. There is some ground for their contention that the standstill debt should 
take precedence over the bonded debt. On the German side, priority for the 
standstill debt could also be justified on the practical ground that it is only by 
satisfactory settlement of this part of the German external debt that Germany 
can again secure access to the international money markets, without which 
German trade will not flow as smoothly as it should. The magnitude of this 
particular fraction of the external debt is by no means excessive. There are 
now three main groups of standstill creditors. The British are the largest, 
with claims of £28 millions. The United States creditors, which were the largest 
at one time, have succeeded in reducing their claims to $31 millions. The 
third group are the Swiss banks, which hold standstill claims of Swiss Frs. 91 
millions. These claims are exclusive of interest. Under the standstill agree- 
ment the creditors would be entitled to interest at 5 per cent. per annum. 
About 80 per cent. of the standstill debt is due from debtors resident in the 
Western zone of Germany. The Dutch used to be substantial standstill 
creditors but secured complete repayment while the Netherlands were occupied 
by Germany. Payments were made to the Dutch creditors in Reichsmarks 
that the creditor banks were able to convert into Dutch guilders through 
their own monetary authorities; the Dutch standstill claim has therefore 
been converted into a direct clearing debt between the German and Dutch 
Governments. American standstill credits were considerably reduced in the 
1930s and more repayments were made in the war, before Pearl Harbour. 

A promising step towards settlement of these debts appeared to be in 
prospect last June, when discussions took place for a Plan of Relaxation of 
Restrictions on Foreign Investment in Germany. This plan was largely of 
American manufacture and was put forward with the imprimatur of the 
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Council of the Allied High Commission. Its main objective was to facilitate 
the investment of fresh capital in Germany. It provided for the transferability 
of interest and capital repayments on fresh investments of foreign capital in 
Germany and recognized that the prospect of refilling the channels of com- 
mercial credits to Germany would be considerably improved by making 
provision for the repayment of standstill debts in D- marks. Such repayments 
were, in fact, allowed under the eventual agreement, but they were so hedged 
with conditions that they were rendered wholly ineffective. In order to 
avoid any suggestion of fraudulent preference, it was provided that before 
any German debtor settled an external claim on him by payments in D-marks, 
he must give sixty days’ notice to all his other creditors and do so by regis- 
tered letter. No debtor has yet found it possible to comply with this provision. 
The changes that have taken place in the legal entity of many of the creditors, 
and the fact that some creditors now live in the Soviet zone, have created 
complications in which it has been impossible for the debtors to comply with 
the letter of the law. No repayments of standstill or other debts in D-marks 
have, therefore, been made. The concessions made in the plan of June, 1950, 
were rendered wholly nugatory by the conditions attached to them. 

Even if this scheme for the repayment of pre-war external debts in D-marks 
should ever prove workable, however, present regulations still forbid transfers 
of marks between non-resident holders. A standstill creditor securing repay- 
ment in marks would thus be compelled to hold or reinvest the proceeds in 
Germany on his own account. This offers very little inducement. This pro- 
hibition of transfer of marks has been particularly galling because there is a 
considerable demand for “‘ investment marks ”’ by foreign enterprises. Such 
undertakings as Shell, Unilever, Kodaks and E.M.I. require marks for financing 
development work in Germany, rebuilding refineries and acquiring patent 
tights; they would be ready buyers from reimbursed standstill creditors. 

The ordinance against transfers of marks between non-residents is said to 
be due to fears that such concessions would bring into being an unofficial 
market in which D-marks would be dealt in at a wide variety of rates. These 
fears are somewhat belated. There has been a thriving black market in 
D-marks, notably in Belgium, for some time past. In this market the cross 
rate in terms of sterling once depreciated as far as 25 marks to the £ (compared 
with the official rate of 11.70 marks), but it has recently hardened to 16.50 
marks. The main buyer of marks in the Belgian market requires them to 
finance shipbuilding orders in German yards. If such business could be done 
openly and officially, it is probable that the rate quoted for marks would 
move much nearer parity than the quotations that have been current in the 
more or less clandestine Brussels market. 

If repayment depended solely on the debtors, the prospects for a satis- 
factory settlement of these standstill debts would be favourable. The debtors 
of British banks. feel that the future course of the official rate of exchange 
between the D-mark and sterling is much more likely to be adverse than 
favourable to them; they know the D-mark might well have been devalued by 
the same extent as sterling in September, 1949, had it not been for outside 
pressure. Some of these debtors would therefore be glad of the opportunity of 
settling their long outstanding debts in marks while the prevailing favourable 
exchange rate holds. They have been held back by the virtual impossibility of 
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complying with the law and giving notice of repayment to all their other 
creditors. 

It is interesting to note that the readiness of German debtors to pay in 
marks has not always been matched by readiness of the creditors to accept 
such payment. This is partly due to existing restrictions on the transfer of 
D-marks. It is also due to the fact that some of the larger British creditors 
have written off their standstill claims against taxable profits over the past 
eleven years. Any repayment in marks now would immediately set the tax 
authorities in Britain in motion, clawing back the sterling equivalent of these 
mark repayments as taxable profits. The creditors cannot be altogether blamed 
for failing to see the attraction of paying tax in sterling on blocked and incon- 
vertible mark balances. This undoubtedly accounts for some of the lack of 
zeal shown by the joint stock banks in pressing their claims for the repayment 
of standstill debts. This attitude is sometimes sublimated by the creditors 
concerned into an expressed desire not to embarrass the British Government, 
not to put unnecessary pressure on officials engaged in negotiations of much 
wider import. 

This somewhat defeatist and negative attitude devi less than justice to 
the principles involved in an early recognition and settlement of the German 
standstill debts and to the interests that both creditors and debtors should 
have in such a settlement. It should be evident that a satisfactory settlement 
of the standstill debts is a condition of the re-admission of German firms to 
the facilities of the international money markets. The amount outstanding 
has been reduced to modest proportions and settlement would bring with it 
benefits far outweighing the burden that it would place on German shoulders. 
The time is fast approaching when the German balance of payments will lose 
the flow of exceptional assistance by which it is at present propped up. In 
these more normal circumstances the smooth functioning of German inter- 
national trade will depend on access to international credit facilities. They 
will not be available if the skeleton of long-defaulted commercial credits 
remains in the cupboard. 

The Germans themselves are fully aware of the disadvantage under which 
they labour so long as they are de prived of normal access to the channels of 
commercial credit. There may be considerable economic potential in Germany 
that could be freed and set to work if the standstill debts were repaid in marks 
and if the creditors were allowed to transfer these marks to would-be pur- 
chasers. But beyond this immediate advantage, it should surely be evident 
that Germany has much to gain from a settlement of the pre-war debts. This 
is not merely a question of ‘the standstill debt and of re-established access to 
international commercial credit facilities. The wider issue of German Goverr- 
ment credit is at stake. The German authorities have a primary interest in 
restoring that credit. History should have taught them that a country has 
little chance of maintaining high credit standards at home if its credit standing 
abroad is low. There are solid reasons why they should strive to recognize 
and settle the Reich’s external debts with the greatest possible speed. But 
within that large and complex problem, there is very special urgency for getting 
the standstill debt out of the way and to clear with it a major obstruction to 
the flow of German trade. 
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Should Gold be Raised ? 
By C. Gordon Tether 


LTHOUGH gold has the distinction of being one of the few important 
Az that does not enter directly or indirectly into the American 

Government’s stock-piling programme, the upsurge in activity in world 
gold markets during the post-Korea period has, nevertheless, assumed spec- 
tacular proportions. The change of tempo has appeared the more impressive 
because, in the six months preceding this development, business in gold was at a 
lower ebb than during almost any previous phase of the post-war period. By 
the end of 1949 the factors that had been responsible for the intensive buying 
of gold in the free markets in the preceding six or twelve months had lost most 
of their force. The readjustment of sterling and the other soft currencies to a 
more realistic level in the autumn had almost extinguished the interest in gold 
as a hedge against currency depreciation in Europe and other parts of the 
western world. In China the advent of a strong Communist régime, pledged to 
put a stop to the hoarding of precious metals, had virtually sealed off a demand 
for gold that has been estimated to have absorbed, in 1948-49, about a sixth of 
the world output. 

By the early months of 1950 the flow of gold through the free markets in 
New York, Tangier and a dozen or more other centres had dwindled to a mere 
trickle, while prices had fallen away until, in terms of U.S. dollars, they showed 
a premium of no more than a few per cent. over the official price of $35 per 
ounce. With such a meagre margin, gold producing countries found it much 
less difficult to resist the temptation to divert output from official channels 
into the free markets. In the four months to mid-1950, South Africa made 
very little effort to exploit the right she had won (after protracted argument 
with the International Monetary Fund) to sell gold at premium prices for use, 
at least ostensibly, in industry and the arts; virtually the whole of her output 
during this period was disposed of through official channels, for monet ary 
purposes and at the official parity prices. 

The outbreak of war in Korea radically altered this balance of forces. The 
possibility that the Communist advance into Korea might prove to be the first 
of a series of Soviet attacks on Asiatic territories immediately gave rise to gold 
hoarding in all areas that could be regarded as being menaced. In the officially 
tolerated free gold market in Hong Kong the price of gold rose, in terms of the 
local currency, by 30 per cent. in a week or two ; and in this, as in other Far 
Eastern markets, the increase in turnover was very marked. Markets situated 
at a greater distance from the political storm centre also reported increasing 
activity and rising prices. But in the initial post-Korea period the increase in 
the demand for gold in these centres seems to have been no more than a 
reaction to developments in Far Eastern markets. There was no sign at this 
stage of a world-wide revival of gold hoarding. Indeed, for a time, the rise in 
prices in the East seems to have caused a certain amount of dis-hoarding of 
gold in other parts of the world. In fact, in the closing months of 1950 the 
movement of metal to Far Eastern markets assumed such dimensions that for a 
while there was a tendency for the supply to exceed the demand ; prices lost 
some of the ground gained in the preceding months. 
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This phase did not, however, last long. At about the turn of the year the 
demand for free market gold began to develop much larger proportions. After 
the full-scale intervention of the Chinese in Korea, anxiety to obtain gold for 
hoarding in the East became intensified. At the same time, there was a resur- 
gence ol gold hoarding activity in Europe and the Middle East on a scale com- 
parable to that attained just before the devaluation of sterling. In Hong Kong 
prices reached new peak levels for the post-Korea period, while in European, 
American and Middle Eastern centres the premium over the official U.S. dollar 
price rose to fully 25 per cent. 

To some extent the re-awakened interest in gold of buyers in European and 
other Western countries seems to have been explained by much the same sort of 
considerations as have been inducing Far Eastern capitalists to exchange other 
forms of wealth for gold during the past seven months—particularly the fear 
that the spread of the war would endanger less manageable forms of property, 
But two other factors have evidently played a large part. One is mistrust of 
the American dollar, mainly as the result of fears that the deterioration in 
America’s balance of payments will ultimately lead to unilateral devaluation of 
the dollar. The other is the argument that the new upsurge in world commodity 
prices will create pressures that will bring about a readjustment of the official 
price of gold to a higher level in terms of all currencies, through the operation 
of the procedure provided for in the I.M.F.’s charter for a uniform change in 
parities. Speculative hoarding of gold under the influence of such factors has 
obviously received some powerful encouragement from the evidence that the 
central banks of many European and South American countries have for some 
time past been energetically converting into gold those portions of their external 
reserves that they were previously quite content to hold in American dollars, 

It would seem, in short, that, both in private and official circles, there has 
recently been a revival of the earlier tendency to “ talk up ”’ the official price of 
gold. Like the hoarding demand arising from the desire to hedge against the 
spread of the war, this tendency promises to be of continuing importance in the 
world free gold markets. As such, it merits further study. In so far as it relies 
upon the first consideration—that an increase in the dollar price of gold might 
result from unilateral devaluation of the dollar—this talk probably exaggerates 
the change in the status of the dollar, v7s-d-vis other currencies, that has 
resulted from the events of the past year. The change in relative price levels 

caused by the emergence of inflationary pressures ‘of differing strength in 
different countries has, no doubt, checked the previous tendency towards 
under-valuation of the U.S. dollar. But there is no sign, the drain on the US. 
gold reserve notwithstanding, that these developments have produced an over- 
valuation of the dollar of a kind that could be expected to lead to a unilateral 
devaluation comparable, for exé imple, to the sterling devaluation of 1949. 

The possibility of an increase in the price of gold through international 
action to secure a uniform change in International Monetary Fund parities 
(which would alter the value of all currencies in terms of gold without altering 
their relationship to one another) is one that perhaps has to be taken a little 
more seriously, for two reasons. The first is that the big rise in primary com- 
modity prices during the past year will encourage gold producers to renew the 

earlier campaign for the re ctification of the so- called “ disequilibrium ”’ between 
the price of gold and the prices of other commodities. The recent petition to 
the Canadian Government by the Dominion’s gold-mining industry is a case 
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in point. Secondly, recent changes in the world economic situation have 
strengthened some of the popular arguments for a higher official price of gold 
—on the grounds of equity to gold-producers and of increased demand for 
gold; although, as will be shown, they have also reinforced some of the tradi- 
tional economic arguments against such an adjustment. 

The petition presented by the Canadian gold mining industry urged the 
Dominion Government to seek a higher world price for gold than the current 
$35 per ounce on the grounds that the return to the industry at the current 
price was insufficient to meet production costs. The financial position of the 


HAMMER-AND-SICKLE GOLD 


The recent rise in the ‘‘ free’’ gold price must have enabled Russia to add substantially to her dollar 

reserves. The hammer-and-sickle imprint of the Moscow Mint has lately become a familiar emblem 

in the free gold markets of the world. The above photograph, specially taken for THE BANKER, shows 
this imprint on a gold bar that rec ently arrived in London. 


Canadian industry has been rendered particularly difficult because the Domin- 
ion’s mines did not obtain relief from the 1949 series of devaluations to the 
same extent as did producers in most other countries. For this reason, the 
grievance of the Canadian producers is almost in a class by itself. But the 
recent steep advance in the prices of primary commodities must eventually 
whittle down the benefit of the 1949 devaluations for South African and other 
producers, so that it will probably be only a matter of time before these sections 
of the industry begin to voice equally vigorous complaints. 

In mid-October, 1949, sterling commodity prices were on average some 
25 per cent. lower in terms of gold than they had been a month before, while 
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dollar prices were about 2 per cent. down. The effect, however, of the com- 
modity boom of the past few months has been to raise sterling commodity prices 
in terms of gold virtually to the levels ruling before the soft currency devalua- 
tions and to raise dollar commodity prices about 15 per cent. above those 
levels. Owing to the fact that higher commodity prices are not immediately 
translated into equivalent increases in the costs of producing gold, producers 
have not yet felt the full impact of these changes. It is difficult to see, however, 
how they can avoid it in the longer run. Admittedly, if the free-market demand 
for gold remains strong, they may be able to ease the resulting pressure on their 
finances to some exte nt by stepping up the proportion of output sold at pre- 
mium prices, but, as the bulk of the industry’s output must continue to be sold 
through official channels, the net deterioration could be relatively serious, 
Pressure from the producing countries for an increase in the basic official 
price of gold is therefore almost certain to grow. But is it likely to meet witha 
favourable response from the gold buying countries? When the case for a 
higher gold price was last examined in THE BANKER in any detail—in the spring 
of 1949—it was suggested that the real explanation of the tenability of the $35 
per ounce level in face of the rapid post-war advance in the cost of producing 
gold was to be found, not in any blind obedience by gold-producing and gold- 
consuming countries to the price-fixing procedure laid down by the I.M.F. 
charter, but in a contraction of the effective demand for gold. The traditional 
uses for gold are as a store of wealth and as a medium of exchange. It was 
demonstrated that the demand for gold for use privately as a store of wealth 
had been largely suppressed since the war by governmental controls. At the 
same time it was shown that changes in fashions and in monetary theories, 
assisted by war and post-war developments, had tended severely to limit the 
use of gold for traditional purposes on official account. Thus the practice of 
absorbing gold into official reserves to provide a backing for the note issue and 
a basis for the domestic credit system had been discontinued by many countries; 
so, too, under the pressure of the dollar crisis, had the practice of acquiring gold 
as an external reserve against emergency. Again, the tendency for all countries 
to conserve all available hard currency for covering their deficits with the 
dollar countries had accentuated the pre-war tendency towards economy in the 
use of gold as a medium of exchange. It was concluded that the net effect of 
these trends had been to restrict the demand for gold to such an extent that, 
apart from the limited offtake for industrial purposes and such private hoarding 
as could make itself fe It through official restrictions, » the only really large outlet 
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for newly-mined gold was that afforded by the one country that was able and 
willing to buy—the United States. 

At that time, therefore, the realistic price for gold appeared, even on a long 
view, to be the price the United States was prepared to pay for it. Is that 
assessment equally valid in the changed conditions of to-day ? It is not difficult 
to see that the developments of the past 15 months have produced some signi- 
ficant changes in the supply-demand equation. On the demand side the United 
States has ceased to occupy the position of residual buyer ; for the past 18 
months there has been a steady efflux of gold from the United States, the total 
outflow since Korea amounting to no less than $2,500 millions. The easing 
of the world dollar problem has enabled other countries to strengthen their 
gold reserves and has shown them to be anxious to do so. 

There is a tendency to interpret these developments as strengthening the 
case for an increase in the gold price. It is being argued, for instance, that, as 
the United States is no longer ra buyer but a net ‘odie r of gold, she not only has 
no right to maintain the previous diehard opposition to a uniform change in 
I.M.F. parities, but would be working against her own interests by doing so— 
inasmuch as the readjustment of the price would add to the exchange value 
of gold drawn from her reserves. Again, a recent survey undertaken by Messrs. 
Samuel Montagu & Co., the well-known bullion brokers, posed the question 
“Ts there enough gold in the world ?”’ and demonstrated that the effect of 
war and post-war price changes had been greatly to reduce the real value of 
existing gold reserves. To adjust them to the change in prices since 1939, it was 
said they would have to be raised from the existing level of about $34,000 
millions to $70,000 millions. Recent developments, it was concluded, had 
increased the demand for gold just at a time when the supply was tending to 
contract under pressure of rising costs. 

As has already been indicated, however, if the re-emergence of inflationary 
pressures and other developments in the international economic field have 
tended to strengthen some of the arguments for an increase in the gold price, 
they have at the same time tended to strengthen, perhaps in even greater 
measure, many of the arguments against it—especially the arguments that have 
greatly influenced American opposition to adjustment in the past. It is likely 
to be held, for instance, that at a time when there is growing concern about the 
growth of inflationary forces, it would be most unwise to risk making matters 
worse by taking action that would, at one stroke, add considerably to the 
monetary value of existing gold reserves and thus create a big new reserve of 
spending power. More important still, if the sole purpose of an increase in 
the gold price would be to stimulate an increased supply of gold, it is arguable 
that that is precisely the opposite of what is needed now—w hatev er the merits 
of the case on a really long view. Gold is not an armament metal ; and if the 
free world is to pool its resources, or at least to work in close collaboration, for 
defence, there ought not to be any reason to fear that maldistribution of gold 
within the Western world will be allowed to disrupt the necessary exchanges of 
supplies and the normal processes of trade. With such considerations in mind, 
the Americans, in particular, can almost ce rtainly be counted upon to argue 
that, with the re-armament programme imposing grave burdens on the resources 
of the Western world, it would be wrong to take any step that would encourage 
the diversion of manpower and materials to the production of gold for mone- 
tary reserves or private hoards at the expense of the production of real goods in 












THE BANKER 


— ne mn —— — 


146 





urgent demand. During the war the Americans’ decision to refuse all priorities 
for gold-mining machinery was hailed, especially in Britain, as a sign of rather 
unexpected enlightenment. 

To Washington these objections to an increase in the gold price will probably 
be decisive—at least for some time to come. And since no adjustment in the 
price of gold through a uniform change in I.M.F. parities can come about unless 
both Britain and the United States individually approve the change—it also 
requires, of course, a majority of the I.M.F.’s voting power—that presumably 
means that those who have been speculating in gold on the free markets in the 
hope of profiting from an early change in the official world price are in fora 
disappointment. On a longer view, it is hard to say how the matter will turn 

sy out. If a continuance of the world commodity boom went so far as to drive the 
gold-mining industry to the point at which an adjustment in the gold price was 
clearly necessary to save it from drastic contraction or worse, then, no doubt, 
the American Government might change its mind. It might, too, become more 
sympathetic to such a proposal if it became evident that anxiety to counter the 
erosion of the real value of official gold reserves was causing other countries to 
maximize their net dollar earnings (at the expense of restricting their purchases 
of American goods) with the object of converting the resulting balances into 
gold. But there is no sign yet that the circumstances in which such a change of 
heart could take place are likely to develop. Meanwhile, there is no shortage of 
gold in the United States, and the shortage elsewhere is now being eased by the 
American outflow—except that a large part of the floating supply is finding its 
way into private hoards at premium prices. 

This last reservation is an increasingly important factor in the world gold 
situation. It may be questioned whether the permanent establishment of a 
substantial margin between official and free gold prices and the consequent 
diversion of gold from monetary reserves to private hoards can be tolerated 
by the world’s monetary authorities. Such a margin runs counter to the 
basic I.M.F. doctrine on gold ; it deprives the world’s central banking and 
treasury reserves of that annual increment required to meet the needs of an 
expanding money total of world trade; it deprives the non-dollar world of one 
of its largest single sources of dollar income. If I.M.F. thinking is running along 
these lines, it will be interesting to see whether it reacts by attempting to 
tighten its restrictions on “ industrial ’’ sales of gold, or by edging towards the 
view that the premium at which the “ free ’’ price now stands might profitably 
be reduced by an increase in the official price of the metal. 
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IMPORTANT ANNOUNCEMENT 
Change of Name 


As and from 15th of February 1951, The Scottish Temperance and General 
Assurance Co. Ltd. will be known as :— 


The Scottish Mutual Assurance Society Lid. 


HEAD OFFICE: 109 St. Vincent Street, Glasgow, C2. Telephone: Central s6r1/2[3 
LONDON OFFICE: 17 King Street, Cheapside, London, E.C.2. Telephone: Metropolitan 6313 
Branches in most principal cities 
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Banking without Banks 


The recent strike of Irish bank officials deprived Ireland of banking services for 
no less than seven weeks. In an impressionistic article published below, a Dublin 
correspondent describes some of the shifts and devices by which the public met this 
unusual situation. In a subsequent issue of THE BANKER another special contributor 
will_discuss the strike from the standpoint of the banks and their staffs. —Ep. 


By Alexis FitzGerald 


[: the first few weeks of 1951 the banks in Ireland closed their doors. The 





crisis that caused them to do so was unique. It was in no sense a crisis of 

confidence—unless of over-confidence. The sickness that laid the invalid 
low was a gout, not a goitre. Undoubtedly, the crisis was a crisis of finance— 
but it sprang from a surplus (alleged) and not from a deficit (even suspected). 
At no time during this twentieth-century bank closure has anyone suggested 
the inability of the banking system to meet its obligations. In fact (and this 
article will firmly prescind from the rights or wrongs of the strike) the criticism 
launched against the banks by the Officials’ Association served only to 
emphasize the strength of the system. The talk was all of vast undisclosed 
profits and their stringent distribution. If the arguments of those who assailed 
the banks were correct, then depositors have every reason to be confident. 
As in Mandeville’s famous fable, the Directors’ Private Vices have become 
Public Virtues. After all it is difficult to shake a financial house with what is 
tantamount to a charge of Prudence. 

The crisis was as instructive as it was unique. Some surprise has been shown 
at the ability of the Irish economy to function with the banks closed, but this 
experience, so far from establishing the unimportance of credit institutions, 
was largely possible because of the very quality of that credit itself. Normal 
levels of production were attained and the usual distribution was effected 
because the public knew that though the banks were shut they were sound. 
This faith was not shaken by the extended Bank Holiday. Numerous closed 
banking houses throughout the country were, therefore, making their silent 
contribution to the national income. It has been said that the greatest 
achievement of an administration of justice is to be able to maintain a peaceful 
street without a policeman. On this analogy, the greafest achievement of the 
Irish banking system was to maintain a credit economy for seven weeks 
without functioning itself. 

Launched by their faith in the closed banks, many reputable members of 
society conspired to evolve a system of extended mutual credit. All over the 
country credits were being given by sellers to purchasers and in due course 
were being received by sellers themselves. Cash flowed from the public into 
the hands of the retailers. This cash reached the manufacturers for the pay- 
ment of their wages bills, either through wholesalers or by being provided as 
change by the retailers themselves against the manufacturers’ cheques. The 
goldsmith’s ancient function of money changing was performed in a new 
setting by cinemas, publicans and drapers. The possessors of heavy cash in 
modern society were as anxious to rid of it as the goldsmiths were when they 
first made loans of their surplus funds. 
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Meanwhile, cheques continued to be employed extensively as means of 
payment, although they could not be cashed until the strike was over. There 
was undoubtedly, however, some swing-over to a greater use of currency 
rather than cheques. This was aided by the exceptional volume of currency 
in the hands of the public. The tills of business, if not the pockets of indi- 
viduals, were swollen with cash at the end of the long Christmas week. The 
Christmas clubs had all disgorged; the extra Christmas wage and salary 
payments had all been made and in many cases anticipatory payments for 
January had been received. In fact, when the strike started, there was already 
the equivalent in currency of a sixth of the national income outside the banking 
system—and this apart altogether from the leakages that developed later. It 
was not difficult for the community to get along for less than two months with 
the equivalent in currency of at least two months of its income in its pocket. 
In addition, currency flowed in (or rather more literally was flown in) from the 
interlocked economy of Britain. Well connected business houses were able to 
import currency to make critical payments. Hildebrand speaks of the three 
stages of national development, the natural economy, the money economy and 
the credit economy. The reversion to many of the practices of the second 
stage was possible during these weeks only because of the wide availability of 
currency. Early fears of difficulty in paying wages soon proved to be greatly 
exaggerated. In fact, during the strike, many salaries that had been hitherto 
discharged by currency substitutes were paid in cash. Members of the Civil 
Service were paid in cash, as were employees of other public institutions, 

It is interesting to consider how all this affected the spending and saving 
habits of the community. The habits of the wage earning classes were hardly 
affected at all—unless, indeed, their motives for holding money were reinforced 
by the mild depression of activity caused by the strike and ‘flu. But those 
who were in the exceptional receipt of cash salaries and those whose reputation 
enabled them to secure the benefit of retail credit probably, if anything, in- 
creased their spending. All in all, the turnover of businesses and the experience 
of the savings banks join in confirming the guess that the reduced supply of 
money did not reduce expenditure. 

Most businesses found that they wert under an obligation to give extended 
credit; even retail establishments allowed a substantial increase in the number 
and amount of credit sales effected. There has been inevitable loss for business 
in this, as there have been the usual quick-witted individuals who have taken 
advantage of it. Towards the end of the strike, when bank customers had 
used up their existing cheque books (and could not get new ones), the Bills of 
Exchange Act of 1882 began to receive a new consideration from both its 
former acquaintances and from some who had never before heard of it—with 
the result that manuscript cheques (of perfect quality, let it be said) were 
produced by many who had previously assumed that the print on the instr- 
ment had some mysterious legal quality. 

While it is probably true to say that the level of expenditure was not greatly 
reduced, the pattern of demand must necessarily have been affected. The 
turnover of those businesses depending on small ‘sales was less affected than 
that of those depending on large sales. On the whole, consumers tended to 
postpone the larger purchases. This was particularly true of those whose 
income was thrown into some uncertainty by the strike. Stock Exchange 
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transactions were very few and property sales almost ceased. A potent factor 
throughout the period was that the level of Government demand was un- 
changed. The spending Departments continued to spend inflexibly and the 
usual chain of income continued to be generated from this expenditure. 

It would, of course, be a mistake to suppose that the domestic economy 
passed through the strike wholly unharmed. It is the enterprises that were 
not born during this stoppage that may have been society’s greatest loss. It 
is the business that was not done through the absence of credit arrangements 
that may never be recovered. The draper and the grocer could only change 
money. They could not emulate the bankers in providing credit for an arranged 
period of time or vouch for reputations. The businesses that had to keep their 
money in their tills missed the investment return procurable through the 
banking system. An immediate consequence of the strike was an increase in 
the number and amount of insurance covers for cash. Another was an increase 
in the number of burglaries. 

It is unlikely that there was much loss in the export trade. Shippers, 
assisted by insurance companies, watched carefully over the papers of the 
exporters. They were, admittedly, forced to extend credit in many cases 
beyond what would have been the normal practice, but Irish export business 
has such a traditional basis that the credits must have been pretty safe. 

It is more difficult to assess the effect on imports. It might be reasonable 
to expect that the delays to import trade at a time of rising world prices will 
cost the country dearly. There is some evidence, however, that the loss 
may not be so great as originally feared. Some of the smaller importers 
undoubtedly lost some ground in the present scramble for scarce materials on 
rising world markets, because they were not able to overcome the difficulty of 
effecting payment under the terms of the original order; but the head offices 
of the banks provided assistance of an informal character for the larger firms 
and in urgent cases. Informal recommendations enabled some firms to procure 
the requisite money through British banking houses, although admittedly at 
arather high cost. In some cases, too, cheques were taken by foreign firms 
that had been insured by known insurance institutions. In other cases indem- 
nities and guarantees of Irish firms were given by their British business friends. 
[In one substantial case, at least, a very large sum of cash had to be flown to 
cover the import. Generally, however, where there had been a tradition of 
substantial dealing, the importer procured the benefit of extended credit. 

The strike administered a quiet rebuke to those who ascribe too much 
independent power to money and credit. Those who think that a rise or fall 
in prices is an automatic reflex of an excess or deficiency in the amount of 
currency in circulation must have been set to think by recent experiences. 
Petty, in 1682, spoke of the establishment of banks as securing ‘‘ almost 
double the effect of our coined money”. The closing of the banks should 
presumably have had an inverse effect. Yet during the strike the figures for 
wnemployed were actually down on those for the same period of last year, 
while the tone of social controversy at least does not suggest that the cost of 
living fell in any way. The crisis provided another proof that when the volume 
of money is suddenly reduced, the dire effects that the pure quantity theory 
of money might have led one to expect just do not happen in the short term 
—unless spending habits also go on strike. 
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When is a Cheque not a Cheque ? 
By R. W. Jones 


HE recent case of Cole v. Milsome (1951) (1 All.E.R. 311) has brought 
[iste notice once again the legal requisites of a cheque. The case con- 
cerned an instrument that was drawn on a printed cheque form and 
displayed all the outward signs of a cheque—date, drawer’s signature and 
amount expressed in words and figures—but that was made payable to “ Cash 
or order’. This document was drawn by the defendant, paid into the account 
of the plaintiff and dishonoured on presentation through clearing channels. 
The plaintiff sought to recover the amount thereof from the defendant; she 
had already been induced to issue cheques against it. If the instrument had 
been fully regular in form and in a negotiable state the plaintiff could have 
recovered on it, for, other things being equal, she could have been a holder 
in due course. The question at issue was whether the absence of mention ofa 
specified person in the order to pay meant that the instrument fell short of 
the legal requisites of that special kind of bill of exchange known as a cheque. 
The statutory definition of a bill of exchange as given in Section 3 (1) of 
the Bills of Exchange Act, 1882, requires that it be payable “‘ to or to the order 
of a specified person or to bearer’’. Sub-section (2) goes on to say that an 
instrument that does not, inter alia, comply with this condition is not a bill 
of exchange. It follows that if a cheque form does not express a specified 
person or the bearer as payee, the document is not a cheque and any rights 
attaching to the holder thereof will not be those with which the lawful holder of 
a cheque is endowed. 

Despite this, cheque forms drawn ‘‘ Pay Cash or order ’’, ‘‘ Pay Wages or 
order’, and so on, can fairly be said to be still in common use (although it 
may be noted that Paget, in a passage on page 122 of his 8th Edition, suggests 
that the custom is an archaic one). Banking practice is to pay such orders 
without endorsement, although occasionally wages cheques are endorsed by 
the drawer. Paget, in fact, advances an ingenious justification for a banker to 
pay without endorsement; he argues that the customer must have intended 
payment to the bearer as the cheque was obviously not capable of endorsement. 

The view that there is statutory authority for treating these orders as 
bearer instruments is, however, a mistaken one. This view is sometimes 
justified by reference to Section 7 (3) of the Bills of Exchange Act, 1882, which 
says “‘ Where the payee is a fictitious or non-existing person the bill may be 
treated as payable to bearer’’. This section is a logical provision in view of 
the inability of such non-existing payee to endorse. Designations such as 
“Cash” and ‘‘ Wages”, however, cannot come within the category of 
“persons ’’; they are impersonal payees not fictitious payees. For more than 
fifty years after the passing of the Bills of Exchange Act there was no legal 
ruling on this point, but in 1935, in the North & South Insurance Corporation 
Lid. v. National Provincial Bank Ltd., the Judge held that “ Cash ’’ could not 
be described as a “‘ specified person’. He quoted as his authority what was 
said in the old case of Grant v. Vaughan (1764) when, in reference to a draft 
drawn ‘Pay Ship Fortune or bearer”, the Judge said ‘“ No person at all is 
named ”’, 

It is noteworthy that Section 28 of the New York Negotiable Instrument 
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Law provides that an instrument is payable to bearer ‘‘ when it is payable to 
the order of a fictitious or non-existing person—or when the name of the payee 
does not purport to be the name of any person’’. This would cover the case of 
“Pay Cash or order”’. In this country, however, instruments so drawn are 
not deemed to be payable to bearer and would appear to be outside the category 
of cheques. It is clear that this can no longer be regarded as a matter of little 
moment, as a technical defect with no practical repercussions. With the 
North & South Insurance Corporation case and Cole v. Milsome there have 
now been two decided cases on the point—one where a bank paying an instru- 
ment so drawn was attacked and one where the holder for value of'a like 
document was bereft of any rights thereon. 

The facts in the North & South Insurance Corporation case were briefly as 
follows: The liquidator of the North & South Insurance Corporation Ltd. 
casting around, as in duty bound, for any crumbs that could be picked up 
for the benefit of the corporation’s creditors, came across a paid cheque that 
the corporation had issued for the benefit of an associated concern payable to 
“Cash or order ’’. His attempt to recover the money from the latter company 
—as a disposition of property after the commencement of winding-up—was 
unsuccessful as this company was also in course of liquidation. The liquidator 
then turned his attention to the bankers of the North & South Insurance 
Corporation Ltd., who had paid the ‘‘ cheque”’ unendorsed. He contended 
that no mandate to pay was conferred on the bank by the document: Alter- 
natively, he asserted that the words “ pay cash or order’ meant ‘“‘ pay me or 
my order ’’ and that the drawer’s endorsement was necessary. 

The bank put up two defences—first, that the document was payable to a 
fictitious person and was thus to be treated as payable to bearer, and, alter- 
natively, that the instrument was a mandate to pay cash to anybody who 
presented it. The Judge held that not only was the first plea without avail 
but that the document was not a cheque in the strict legal sense. This is the 
first important point emerging from the case—a definite decision for the first 
time on the status of instruments drawn in this form. 

The Judge then addressed himself to the true construction to be placed 
on the instrument. He pointed out that the printed words “ or order ” and 
the written word “ cash ’’ were inconsistent terms. Where such inconsistency 
occurs there are precedents for rejecting the print in favour of the writing. 
Accordingly the Judge held that ‘“‘ Pay cash or order”’ had no sensible meaning 
as a whole and he therefore disregarded the printed words “ or order’. Thus 
he found that there was an implied direction to pay cash to the bearer of the 
instrument, “‘cash’”’ not being the medium of payment but some sort of 
impersonal account that could not endorse the document. He went on to say 
that, even if there was not a sufficiently clear mandate to justify this inter- 
pretation, the bank had paid the money in accordance with the direction the 
company intended to give. ‘‘ In these circumstances,’ he said, “ it would be 
a blot on our legal system if the Court had to hold that, notwithstanding that 
the order was interpreted in the sense in which it was intended to be acted on, 
the giver of that order could now say that the bank had not properly fulfilled 
his mandate and that therefore the bank must pay back the money which it 
had paid away in pursuance of the direction given ”’. 

Despite a warning note in the Journal of the Institute of Bankers when the 
case was reported, a notion is abroad that this judgment meant that documents 
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of this sort can safely be treated as a mandate to pay the bearer—even though 
they are not cheques. This notion misses an important point. In the North 
& South Insurance Corporation case the money got into the hands of the party 
intended by the drawer to receive it. But w hat of the case where the money 
gets into wrong hands ? Banks should not regard instruments drawn on them 
in such form as a simple mandate to pay money—a mandate that they are 
bound to honour. These instruments are not cheques, no payee is specified, 
and the words taken together have no sensible meaning. The most that can 
be said is that if the money gets into the hands intended by the drawer it is 
likely that the decision in the North & South Insurance Corporation case would 
be followed; it might be otherwise if the order got into wrong hands. 

There does not yet seem to have been any action, concerted or otherwise, 
on the part of the banks to refuse to pay these hybrid orders; until the practice 
becomes a menace for the banks there is little reason why there should. In 
the case of cheques payable to “‘ Wages or order ”’ the presenter is generally 
the drawer or his known agent and no risk is thus run. If, however, there 
were substantial losses sustained, as was the case with the fraudulent “ opening” 
of crossed cheques, similar joint action might have to be taken to warn custo- 
mers that such embarrassing documents would not be tolerated. 

Attention must now be turned to the case of Cole v. Milsome, mentioned at 
the beginning of this article, where proceedings were taken not against the 
drawee bank but against the drawer of the instrument on account of its dis- 
honour. As in the N orth & South Insurance Corporation case, the instrument in 
dispute was drawn on a cheque form regular in detail save that the order to 
pay was expressed as “‘ Pay Cash or order’’. The drawer contended that the 
document that she had drawn was not a bill of exchange and that therefore 
the holder was not entitled to recover against her. The Judge expressed 
himself as concerned only with the question whether the document was payable 
to a specified person or to bearer. He considered that it qualified as a bill 
of exchange only if the expression ‘‘ Pay Cash or order’ could be read as 
indicating payment to bearer—a question that he thought was not entirely 
free from authority. 

The Judge then reviewed the decision in North & South Insurance Corpora- 
fion, pointing out that the judgment in that case, whilst considering the scope 
of the words “a specified person’”’, did not deal with the alternative of a 
document addressed to bearer. This argument is a little difficult to follow, 
for it can hardly be contended that the holder of such an instrument is a bearer 
in the technical sense given in Section 2 of the Act, namely the person in 
possession of a bill that is payable to bearer. The Judge concluded, however, 
with some reluctance, that the document could not be construed as a bill of 
exchange and consequently the plaintiff failed in her claim. 

The moral to be drawn from this case is that a person taking an instrument 
failing in some essential respect as a bill of exchange must take the risk of 
being shorn of the rights conferred on a holder in due course against prior 
parties. For banks that pay on such instruments, the position cannot be 
described as well settled. These “ pseudo ”’ cheques are not negotiable instru- 
ments, they cannot be treated as cheques payable to bearer, and the only 
defences for payment would be, in some circumstances, ratification by the 
drawer or the receipt of the money by the person whom the drawer intended 


to have it. 
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Differences in Scottish and English 
Banking 
Ill — Differences of Law 
By F. S. Taylor 


HE Act of 1707, which united the Parliaments of England and Scotland, 
[secured to Scotland “in all time coming”’ the right to retain its own 

legal system, and although in certain respects the laws of the two coun- 
tries have been assimilated to each other, there remain to this day wide 
differences of tradition, procedure and practice. Scots Jaw is probably nearer 
to the continental than to the English school of legal thought. It is a system 
compounded of Roman law, Canon law and local customary law. So different 
are many of its principles from those of English law that it is usually necessary 
to pass a separate Act of Parliament in order to make applicable in Scotland 
the provisions of an Act framed with reference to England and Wales. Many 
of these differences—especially differences in laws relating to bills of exchange, 
to securities against land and personal property and to floating charges—affect 
banking practice quite considerably. 

The Bills of Exchange Act, 1882, which codified the law on this subject, 
was made applicable both in Scotland and in England, but there are two 
points of difference that were allowed to remain. The first of these appears in 
Section 53 of the Act. This reads: “‘ In Scotland where the drawee of a bill 
has in his hands funds available for the payment thereof, the bill operates as 
an assignment of the sum for which it is drawn in favour of the holder, from 
the time that the bill is presented to the drawee’’. In England, on the other 
hand, it is laid down that “a bill of itself does not operate as an assignment 
of funds in the hands of the drawee....’’ The result is that when a Scottish 
banker has insufficient funds to meet a cheque presented to him, he is bound 
to hold these funds on behalf of the holder of the cheque until it has been 
paid or until he has received the holder’s permission to release them. Con- 
siderable argument can arise on whether or not a cheque returned because it 
is post-dated or in any respect irregular operates as an assignment of funds; 
this question has never been decided in the Courts. 

The other interesting difference in the law relating to bills of exchange is 
the existence in Scotland of a procedure known as “ summary diligence ’’. 
This is a privilege, enjoyed by creditors holding certain “‘ registrable ’’ docu- 
ments, of enforcing payment from debtors without the necessity of raising an 
action in Court. In order to avail himself of this privilege the holder of a bill 
must not only note it on non-payment but must have it protested, as is done 
in England as well as in Scotland when a foreign bill is unpaid. An extract 
of the protest operates with the same effect as a Court order in favour of a 
creditor. This provision was obviously of more value to Scottish creditors in 
the days when bills were more common than they are now, but in an interesting 
case* recently decided before the Scottish Courts, an attempt was made to 


* Glickman v. Linda (1950 S.L.T. 19). 
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protest and do summary diligence on a cheque. No similar case had arisen 
since the passing of the Act of 1882, which states (Section 98): ‘‘ Nothing in 
this Act or in any repeal effected thereby shall expand or restrict, or in any 
way alter or affect, the law and practice in Scotland in regard to summary 
diligence ’’. Reference was made at the hearing and in the judgment to Acts 
of Parliament and decided cases as far back as 1681. The decision in the case 
turned on the view taken by the Court that throughout the Acts and cases 
the word “ bill’’ was used with reference only to the ordinary type of mer- 
cantile bill, and not to documents such as cheques that do not require accep- 
tance. Unless this judgment is overturned by a higher Court at some later 
date, it seems, therefore, that summary diligence is not competent on cheques. 

£f The law of land in Scotland is very largely Feudal law. Generally speaking, 
there is no such thing as freehold and leasehold property as there is in England. 
The owner of the ground (the superior) gives to another (the vassal) a grant of 
land, originally in return for services but now generally for an annual monetary 
payment (feu-duty). The use that the vassal can make of the land may be, 
and frequently is, circumscribed by clauses in the feu charter that restrict 
(e.g.) the type of building that may be erected upon it. The pivot of the 
system is that all transactions in land must be registered in the General Register 
of Sasines in Edinburgh and take priority, not in order of their dates, but in 
order of their date of registration. The deposit with a bank of title deeds with 
a memorandum is practically valueless. It cannot constitute an “ equitable 
mortgage ”’, since there is no Law of Equity and the security could easily be 
defeated by any creditor who contrived to have his claim entered in the appro- 
priate register before the claim of the banker holding the title deeds. Advances 
against heritable property are, accordingly, made by means of a Bond of Cash 
Credit and Disposition in Security; either the property is left in the name of 
the owner, or, if there is an outright Disposition to the banker, it is qualified by 
a Back Letter showing that, -hough the Disposition is ex facie absolute, it is 
in fact made only in security. 

The security that a bank obtains by either of these means is excellent, but 
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the great drawback is the expense that they involve. As one eminent Scottish 
jurist has said, “ It is both easier and cheaper to acquire a marketable title to 
a Rolls-Royce than to a shed in which to keep it, and much simpler to invest 
{1,000 in Stock Exchange securities than {100 on a heritable bond ”’. 

Nineteenth century writers, comparing English and Scottish banking, used 
to point to the system of land registration as one of the advantages that 
Scottish bankers enjoyed, since reference to the Registers made it simple for 
them to ascertain the extent of any customer’s property in land and the 
existence of any burdens on it. This offers them comparatively little assistance 
to-day—certainly not enough to offset the high charges and the cumbersome 
procedure involved. Most Scottish bankers would probably agree that a 
reform of the law and a simpler system of registration, such as that adopted 
in certain counties of England under the Land Registration Act of 1925, is 
long overdue. 

One of the main differences of banking law in England and Scotland is in 
the law relating to securities against movable property. It is true that there 
has been some assimilation of the laws of England and Scotland in this field: 
the Factors Act, 1899, and the Sale of Goods Act, 1893, are equally applicable 
in both countries. But these Acts provide only small exceptions to the cardinal 
principle of Scottish law that there can be no security over movable property 
without actual or constructive possession of the goods. So far as incorporeal 
movables are concerned, the effect of this is that a pledge of the documents 
of title is not equivalent to a pledge of the goods themselves. The deposit, for 
example, of registered certificates of Stock Exchange securities with a letter of 
pledge does not give a banker any security rights, and the deposit of share 
certificates with an unregistered transfer, although not unknown, is subject to 
such disabilities that it is only reluctantly and infrequently taken. 

Similarly, the deposit of life assurance policies does not give any right in 
security over them, and the banker’s right of lien is much more circumscribed, 
since in Scotland it applies only to negotiable documents. Securities over 
Stock Exchange securities are, therefore, taken by means of a transfer into the 
name of one of the bank’s nominee companies, while life assurance policies 
have to be assigned to the bank and the assignment must be intimated to the 
insurance company. 

Another difference between English and Scottish law is that a company 
having its registered office in Scotland cannot grant a floating charge over its 
assets. In these days, when many manufacturing companies are operating in 
premises leased by development corporations, this is probably a greater 
hindrance to borrowing than it used to be. Nevertheless, when the Companies 
Act, 1948, was before Parliament there was no strong move on the part of 
Scottish interests to have the floating charge made applicable to Scotland. 

It was decided in ve Anchor Line Limited v. Henderson L imited (1937) that 
an English company could grant a floating charge over its assets in Scotland, 
and in view of Section 106 of the Companies Act, 1948, it had been thought 
that a Scottish company could grant a floating charge over its assets in England. 
This Section reads: ‘‘ The provisions of this Part [III] of this Act shall extend 
to charges on property in England which are created, and to charges on property 
in England which is acquired, by a Company (whether a company within the 
meaning of this Act or not) incorporated outside England which has an estab- 
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lished place of business in England ’’. In the case of Carse v. Coppen, which 
was decided in the Court of Session in July, 1950, however, it was ruled that 
such a charge was not valid. On appeal to the First Division, this judgment 
was upheld, but the case does not afford a very reliable precedent. The 
decision turned, to some extent, on the fact that, as the charge was in the 
form of a universal assignment, it purported to cover both English and Scottish 
assets. It is still open to question, therefore, whether or not a charge limited 
to assets in England would be enforceable. 

There are many other differences in English and Scottish law that have 
had a notable effect on the development of banking in the two countries. One 
difference, for example, is the absence from Scottish law of the doctrine of 
“ consideration ’’ which is so important in the English law of contract, Another 
is the difference in contractual capacity, an example of which is to be found in 
the Scottish division of infants into pupils (aged up to 12 for girls and up to 14 
for boys) and minors (aged 12/14 to 21). But enough has been said to show 
that one of the reasons for the differing practice of English and Scottish bankers 
lies in the legal frameworks within which they have to operate. 

Most of the examples cited above have been ones in which English law 
appears at an advantage, but it should not be supposed that a wholesale 
alignment of Scottish law with English law would be either desirable or welcome 
North of the Border. The differences are much wider than would appear from 
a cursory examination of those aspects with which bankers are principally 
concerned, and there is considerable anxiety in Scottish legal circles lest some 
of the most valuable principles of the Scottish code should be swamped in 
the flood of legislation, delegated and otherwise, that has poured out from 
London in recent years. It is notable that a number of the most prominent 
advocates of the Scottish Covenant, which aims at the establishment of a 
separate Scottish Parliament, are members of the legal profession. 


* 


In this series of articles, emphasis has necessarily been placed on the differ- 
ences between English and Scottish banking practice. The large area in which 
banking practice in the two countries is virtually identical has been ignored. 
Less than fifty years ago it was still possible to talk of a separate Scottish 
‘system’, but in fact most of its best features had been taken over and 
adapted to E nglish circumstances long before then. Since 1900 the traffic in 
ideas has flowed mainly in the opposite direction, for if Scottish banking was 
based on the issue of notes, English banking developed latterly around the 
cheque, and there is no doubt which is the more important to-day. The 
differences that remain can be attributed, in part, to separate legal codes, but, 
even more, to differences of geography, economy and population distribution 
that no legislation can remove. Any attempt to crush the two systems by 
some legislative steam-roller into a soulless uniformity would not merely be 
resented; it would also be a mistake of much the same ilk as that made by the 
authors of the Catering Wages Act when they endeavoured to regulate con- 
ditions in small country hotels and seaside boarding houses on the basis of 
those that apply in huge city establishments. 
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Boom in Group Life Assurance 
By A Special Correspondent 


HE curve of new life assurance business, which in 1948 and 1949 seemed 
Te be flattening out after its steep ascent in 1946-47, turned sharply 

upwards again last year. When the results of all the offices are available, 
the total of new ordinary life business for 1950 will certainly be found to be 
well in excess of £600 millions, easily a record. The 55 offices whose figures of 
new business are tabulated on page 158 achieved an ae ase in net new sums 
assured from {513.3 millions in 1949 to £562.0 millions—and these offices 
together account for 88 per cent. of the total (judging from 1948, the last 
year for which complete — are available). The post-war trend, and the 
extent of growth since 1938, are clearly revealed by the following indices of 
new business (based on Board of Trade returns up to 1948 and on the table 
on page 158 for 1949 and 1950): 


Net new ordinary 1938 1945 1940 1947 1945 1949 1950 
sums assured .. 100 80.4 162.3 206.6 206.1 212.1 232.2 


It had seemed in 1948, and even in 1949, that the post-war volume of new 
business might be settling down at rather more than twice the 1938 level. 
In 1949 the expansion, though resumed, amounted to rather less than 3 per 
cent.; but last year it reached 9.5 per cent. 

These trends in the aggregate figures, however, conceal a considerable and 
rather surprising lack of uniformity, in the past two or three years, in the 
rate of increase of the new business of different types of office and also of 
individual offices. The aggregate ordinary branch new business of the industrial- 
cum-ordinary offices has moved steadily against the trend, each year’s figures 
being lower than those of the pre ceding year. Even the Co-operative, which 
has expanded much more rapidly than the other offices in this group, with 
post-war new business running at nearly seven times the 1938 level, has been 
unable, during the last three years, to improve significantly on its 1947 total. 
These offices ‘each year write a very large number of new ordinary branch 
policies of comparatively small average size, so that their experience may be 
accepted as a good guide to the popularity of life-assurance with the lower 
income groups. The decline in their new business is therefore particularly 
significant, and must be due, at least in part, to the rising cost of living. 

Over half the overall increase in new business in 1950 was accounted for by 
no more than half a dozen offices; and it is noteworthy that each of these 
transacts a substantial volume of staff pension and life assurance business. 
The market for individual assurances, which not so long ago had the field to 
themselves, must have already been appreciably narrowed by the rapid growth 
of group assurance and pension schemes. The average man is probably unable, 
or able only to a small extent, to afford new individual life assurance after 
meeting his commitments under a contributory employees’ pension scheme in 
addition to health and pensions insurance provided compulsorily by the 
State. Last year’s results of those offices that either do not undertake this 
group business at all, or transact only a small amount, were much less satis- 
factory than the average. 












































































Alliance 

Atlas 

Beacon 

Britannic .. 

Caledonian ia 
Clerical, Medical and General ia 
Colonial Mutual (U.K. sai 
Commercial Union 

Co-operative 

Crusader .. 

Eagle Star 

Equitable. , 

Equity and Law 

Friends’ Provident and Century 
General Life 

Gresham Life 

Guardian .. 

Law Union and Rock 

Legal and General 

Life Association of Scotland 
Liverpool and London and Globe 
Liverpool Victoria 

London and Scottish 

London Assurance 

London Life 

Manufacturers’ Life (U. K. only) 
Marine and General 


Mercantile and General Reinsurance ha 


Midland Employers’ ft 
National Farmers 

National Mutual 

National Provident 7 
North British and Mercantile .. 
Northern .. 

Norwich Union Life 

Pearl 

Phoenix 

Prudential 

Refuge 

Royal = 

Royal Exchange 

Royal London 

Scottish Amicable 

Scottish Equitable 

Scottish Life? 

Scottish Mutual 

Scottish Provident 

Scottish Union and National 
Scottish Widows’ 

Standard .. 

Sun Life .. a 

U.K. Provident .. 
University Life 

Wesleyan and General 
Yorkshire. . 


* Approximation. f Commenced life business 1947. 


1938 


£000's 
4,205 
4,943 
1,291 
3,423 
2,103 
2,733 
2,786 
5,991 
3,275 
691 
10,313 
2,029 
3,513 
2,655 
2,611 
3,815 
1,719 
2,811 
16,505 


1,082 
2,047 
5,327 
1,781 
11,756 
8,231 
4,907 
28,325 
7,895 
5177 
4,359 
5,526 
2,131 
1,836 
2,317 
1,575 
3,159 
2,539 
5,241 
6,466 
21,660 
5,116 
340° 
1,498 
3,030 
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NEW ORDINARY LIFE ASSURANCE 
Net Sums AsSURED 


1949 


£000's 
0,097 
4,642 
3,449 
6,955 
2,280 
4,497 
7344 
12,538 
21,681 
1,801 
40,830 
3,783 
6,735 
9,630 
2,648 
7,674 
4,517 
3,481 
34,039 
2,106 
5,106 


1,106 
4,297 
1,850 
4,389 
8,258 
4,168 
32,198 
15,94! 
5,844 
81,000 
11,322 
8,294 
4,382 
7713 
5,440 
3,22 
3,611 
2,106 
4,364 
2,845 
11,641 
22,213 
31,088 
5,901 
648 
3,456 
6,454 





1950 


£000's 
6,265* 
4,014 
3,097 
7,933 
2,309 
5,334 
7,000* 
17,002 
20,700 
1,768 
43,000* 
4,000 
4,987 
11,283 
3,442 
8,600 
6,182 
3,508 
41,612 
2,265 
5,330 
7,010 
1,694 
5,200 
2,750 
6,130 
1,775 
6,500* 
1,160 
4,668 
1,790 
4,400 
II,511 
5,150 
35,000* 
16,400 
6,250 
84,500* 
10,220* 
9,250 
4,868 
7,512 
8,103 
3,493 
4,121 
2,655 
5,260 
3,500* 
12,017 
23,384 
35,300* 
6,671 
764 
3,312 
10,500* 








238,251 





513,306 





561,965 














1950 
increase 
on 1949 
£000's 

168 
78 
29 

927 


— 


4,464 


2,170 
217 
1,653 
794 
926 
1,665 
27 
7.573 
159 
724 


286 
446 
499 
1,356 
9 
1,015 
54 
371 
It 
3,253 
982 
2,802 
459 
406 
3,500 
956 
486 
2,657 
178 
510 
549 
896 
655 
376 
1,171 
4,212 
779 
I16 


4,046 


54,601 
oo, 






1950 


decrease 
on 1949 
£000's 


628 
352 


344 
981 
33 


1,748 





5,942 


+ 48,659 
t Name recently changed from Scottish 
Temperance and General. 
Note.—The figures are not strictly comparable between the offices, as the basis of computation is 
not consistent, some offices including group life assurances and deferred annuities and 


others excluding them. Certain other classes of business are also not treated uniformly. 








1950 
crease 


n 1949 
000's 


628 


352 


344 


981 
33 


1,748 


i? om 


=~ iii 


oe ae 


bibudagil 


lel iii 


14942 
ones 


) 
cottish 
ution is 


ies and 
ormly. 








“BOOM IN GROUP LIFE ASSURANCE 159 





In these circumstances, it seems that a policy of slow but sure expansion 
is becoming more and more difficult to carry out in practice. Offices quoting 
reduced and competitive premium rates reported substantial increases in new 
business last year, in marked contrast to the results of some of the mutual 
life offices, which showed virtually no expansion. Desirable as increased new 
business is to the life offices, the cost of putting new policies on the books is 
substantial and much greater than that of administering existing business. 
Rapid expansion may, therefore, affect the rate of bonus on participating 
assurances. For this reason some offices may prefer not to compete for the 
large amount of non-participating business that can at present be obtained if 
the premium rates are sufficiently competitive. 

It is well known that British life offices, with some exceptions, also transact 
life assurance outside the United Kingdom; but the extent of their external 
business is not generally realized. Of the total of £555 millions of new sums 
assured in 1948, as much as Io per cent. was transacted overseas, largely in 
the Commonwealth and Colonies. The Prudential, whose volume of business 
is far ahead of all others in this, as in the home field, accounted for {25.1 
millions. Four other offices, the Gresham Life, Legal and General, Mercantile 
and General (which specializes in reassurance business) and the Norwich Union 
Life accounted for a further {21.4 millions. In 1949 and 1950 aggregate 
overseas business was no doubt larger still; that of the Prudential rose to 
{27.8 millions in 1949 and £30.5 millions last year. 

On the other hand, it needs to be borne in mind that by no means all the 
business in the domestic market is secured by British registered companies. 
A small but virile group of Australian and Canadian offices has succeeded in 
forging ahead in this country faster than its indigenous rivals. In 1948 these 
offices underwrote £43.6 millions (7.9 per cent. of the total new business), 
compared with £39.2 millions in 1947 (7 per cent.). 

Group life assurance and pension schemes retain their popularity and con- 
tinue to account for a large volume of new business. With taxation at its 
present level the net cost of such schemes to the employer is greatly reduced, 
and on this ground their attractiveness—to employees as well as employers— 
would seem more likely to increase than decrease. Apart from the question 
of cost, the offer of a pension scheme is becoming more and more a necessity 
to employers in attracting and retaining suitable staff in these days of over-full 
employment. Schemes to provide supplementary pension benefits for directors 
and senior executives have recently jumped into prominence. Such schemes 
are approved by the Inland Revenue provided that the main benefit is in the 
form of a non-commutable and non-assignable pension related to the length of 
service (up to one-quarter of the total benefit may, however, be commuted for 
acash payment on retirement); and provided that the total value of the benefits 
is limited to two-thirds of the remuneration for a reasonable length of service. 
Under such arrangements surtax payers are able, at the cost of a relatively 
small reduction in the met amount of their current salaries, to secure a substan- 
tial capital payment on retirement and a life pension. A considerable amount 
of this business (sometimes referred to as “ top hat ’’ pension schemes) was 
completed last year—usually, but not always, by the issue of endowment 
assurance policies—particularly by certain offices charging specially reduced 
rates of premium. 
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Endowment assurance policies, under which the policyholder can himself 
look forward to the prospect of receiving the sum assured should he survive 
to the maturity date, continue to be by far the most popular type of contract 
for the individual. A substantial number of these policies was again effected 
last year in connexion with loans for house-purchase granted either by the 
life offices themselves or by building societies, most of which are prepared to 
accept the endowment method of repayment. Under these arrangements, the 
net cost to the borrower, after taking income tax relief into account, may 
actually be less than it would have been had the loan been repayable, at the 
same rate of interest, by the annuity method. 

In contrast to the activity in these types of business, new whole life 
assurances have for several years accounted for a diminishing proportion of 
the total; their decline continues in spite of the fact that they provide the 
largest amount of permanent life assurance cover for a given premium. Short- 
term assurances for substantial sums continue to be effected to cover the 
contingent liability to death duties on gifts :nter vivos—the liability that arises, 
under present legislation, if the donor dies within five years of the date of the 
gift. There is an increasing demand for life assurance benefits to be made 
payable in the form of income rather than as a lump sum, for it is virtually 
impossible nowadays for a man to assure his life for a capital sum sufficient to 
yield a reasonable income to his dependents. Not only are income benefits 
(which are technically a ‘‘ term” assurance under which the capital sum 
assured is paid in instalments over a given period) frequently added to endow- 
ment and whole life assurances, but the sum assured by the basic policy itself 
is often payable in instalments over a number of years. Provided the policies 
are suitably drawn, these pay ments are not subject to income tax. Provision 
can also be made for these “ income ” payments to be continued until the death 
of the policyholder (in the case of an endowment assurance) and/or the death 
of his wife. 

The volume of annuity business, other than that arising from pension 
schemes, probably fell off somewhat last year. The demand for annuities has 
been swollen from time to time since the war by the efforts of dispossessed 
shareholders under the various nationalization Acts to maintain their income. 
The nationalization of iron and steel will probably give a further fillip to this 
business in 1951. A large proportion of annuities has, in the last few years, 
been issued in the form of “ split’ annuities, under which payments are 
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guaranteed absolutely for a given number of years and continue thereafter 
until the death of the annuitant. The guaranteed payments, being an annuity- 
certain, attract income tax only on the relatively small interest content. As 
the continuation payments are an ordinary annuity, they are taxed in full. 

A committee is now sitting, under the chairmanship of Mr. J. Millard 
Tucker, K.C., to enquire into the possible simplification of the law relating to 
pension schemes and the operation of the income tax relief granted on life 
assurance premiums. It is greatly to be hoped that the report of this com- 
mittee will, in due course, provide the basis for legislation to simplify the 
present complexity of the law governing pension schemes, and also that the 
income tax relief on life assurance premiums may be extended to embrace 
payments made by self-employed persons to secure pensions for themselves. 
It is unlikely that the Treasury will permit any net reduction in the tax yield, 
but a considerable advance will have been made if greater uniformity is intro- 
duced into the tax concessions applicable to pension schemes. 

Bonuses declared during 1950 on participating policies were again larger, 
and in some instances quite considerably larger, than the reduced rates paid 
during the war and immediate post-war years. The increases are being con- 
tinued in this year’s declarations. The level of bonuses is, however, still 
materially lower than in pre-war days and is unlikely to be restored to those 
levels. For various reasons, but primarily because of the discovery of the 
sulphonamide drugs and penicillin, the mortality experienced by the life 
offices has become progressively lighter during the last decade. Whilst this is, 
of course, favourable to the offices as regards life assurances it means, on the 
other hand, the payment of annuities over a longer period. Expenses of 
management continue to increase, but the actual expense ratios were probably 
more or less stable last year, or in some instances even somewhat reduced, 
thanks to the spreading of the higher costs over the substantially larger volume 
of business. The net rate of interest on new investments again rose somewhat 
last year, but it will probably be found that the overall net yield has scarcely 
moved, because the new money forms only a comparatively small portion of 
the total funds. The moderate recovery in security values during 1950, after 
their sharp fall in 1949, was probably sufficient to provide a significant addition 
to hidden reserves, which were considerably depleted in 1949. As the funds of 
virtually all the life offices are expanding, depreciation of redeemable securities 
is in the long run unimportant provided that they are held to and duly repaid 
on the contractual maturity date. 

Meanwhile, it may be noted that during 1950 several offices reduced their 
rates of premium for non-profit policies, and one or two reduced their with- 
profit rates. The return on immediate annuities was improved in some cases. 

The position of life assurance as the largest single source of personal savings 
has been emphasized on a number of occasions recently. In particular, in his 
inaugural address last autumn, the President of the Faculty of Actuaries 
related the assurance figures to the official estimates of total savings. Out of 
gross personal savings in 1949, estimated in the last National Income White 
Paper as {427 millions, the increase in ordinary and industrial life assurance 
funds was as much as {122.5 millions; in addition, at least part of the {129 
millions paid out during the year under maturing policies and in death claims 
must have been reinvested. The next largest source was building societies, 
whose shares and deposits increased by £96.7 millions. 





THE BANKER 


International Banking Review* 


Australia 
NEW fillip to the wages-prices spiral has been given by an increase in the 
basic wage rate of 8s. (Australian) as from the beginning of February. The 
new advance, the ninth recorded in a year, brings the new basic rate up to 
about {A 8 ros. od. a week. 

The Federal Treasurer, Mr. Fadden, has stated that the Government is aiming 
to reduce the public works programmes of both the Commonwealth and the State 
Governments. He pointed out that there were constitutional limits to what the 
Government itself could do to restrain inflation and appealed for the voluntary 
co-operation of the public in meeting the problem. Mr. Fadden has also announced 
that, on the advice of the National Security Resources Board, approval for new 
capital issues would be withheld unless there was clear evidence that the operation 
would make a direct contribution to defence needs or to the strengthening of the 
national economy. Companies whose activities are not concerned with basic 
production or security will not now usually be able to count upon early approval 
for new issues. 


Belgium 

Regulations governing the importation and utilization of imported bank notes 
have again been revised. Under the new arrangements, bank notes must be 
credited to an account of the nationality of the sender; the facilities for crediting 
them to an account of the nationality of the owner have been withdrawn. Foreign 
account bank notes may no longer be switched from one account to another 
irrespective of the nationality of the transferer or the transferee. Transfers will 
now only be allowed between accounts of the same nationality or within the 
E.P.U. group. 

Changes in company law proposed in a bill drawn up by the Ministers of Finance 
and Justice include a proposal that capital reconstruction schemes should be 
submitted to the Banking Commission. The Commission would have power to 
delay discussion of such schemes for three months if it considered information 
given to shareholders to be inadequate or misleading. 


Brazil 


The International Bank for Reconstruction and Development has made a 
further advance of U.S. $15 millions to the Brazilian Traction Light and Power 
Company. A first loan of $75 millions was granted at the beginning of 1949. The 
proceeds of the new loan will be utilized mainly for financing the foreign exchange 
cost of extensions of the Sao Paulo and Rio de Janeiro hydro-electric systems. 
The loan is for a period of 25 years, amortization beginning in 1955 and being 
planned so as to redeem the loan by maturity. Interest will be payable at 3} per 
cent. plus a I per cent. commission. The International Bank will be given as 
security Collateral Trust Bonds of the company carrying the Brazilian Govern- . 
ment’s guarantee. 

The Bank of Brazil has announced that it will not conclude any more com- 
pensation deals involving the exchange, on a barter basis, of less essential foreign 
goods for Brazilian products that are not readily saleable abroad. Deals in process 
of completion or already approved by the Bank of Brazil are not affected. 





* Other current international banking news is discussed in ‘‘A Banker’s Diary ’’, on pages 113-118. 
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Canada 


Requests for full-scale price controls have been turned down by the Govern- 
ment, which believes that restrictions on wages or prices would not be desirable 
or effective at this time. The Finance Minister has indicated, however, that the 
Government will re-consider the matter if it is necessary to protect the Canadian 
economy. 

In the Bank of Canada’s report for 1950, the Governor, Mr. Graham Towers, 
suggests that fiscal and monetary measures may not be enough to ensure stability 
in the Dominion’s economy unless they are backed by direct controls. . 


Cuba 
The French bank, the Société Generale, has formed a Cuban subsidiary under 
the title of the Banco Franco-Cubano, with a capital of 500,000 pesos. The whole 
of the capital has been furnished by the Société Générale. It is stated that the 
new subsidiary of the French bank ‘will be the first branch to be established by a 
European bank in Cuba. 


Eire 

The strike of bank employees which began on the eve of the Christmas holiday 
endedin mid-February after the Bank Officials’ Association had accepted an arbitra- 
tion award giving salary increases slightly more than half as large as those demanded 
by the Association and slightly in excess of those the employers had offered. The 
re-opening of the banks to the public was delayed for a few days after the resump- 
tion of work so that the banks could catch up with arrears of work. 

Mr. Sean MacBride, the Eire Minister for External Affairs, has asserted that 
the issue of credit should not be left as a monopoly of private banks. He argued 
that recent events had not increased confidence in the wisdom of those who con- 
trolled the country’s banks (presumably an allusion to the handling of the strike 
of bank employees by the managements of the banks). The Minister held that 
the main economic problem confronting Eire was the under-development of her 
resources. This under-development had been responsible for the poor economic 
condition of a large section of the population which, in turn, brought about emigra- 
tion, une mployment, low and late marriage rates and a decreasing population. 
The country’s under- development was largely due to under-investment, and the 
task of any Government must be to secure a higher rate of investment for develop- 
ment purposes. In the same speech Mr. MacBride questioned the necessity for 
Eire’s currency to be permanently anchored at absolute parity with sterling. 
There might be many arguments in favour of maintaining parity, but the Govern- 


_ ment should have the power to vary the rate should the need arise. He described 


it as ‘extraordinary ’’ that the Central Bank of Eire should maintain British 
Government securities instead of Eire securities as backing for Eire currency. 


France 

A report prepared for the French Assembly by the Ministers for Finance, the 
Budget and Economic Affairs states that rearmament has brought dangers of 
inflation to the country before reconstruction is complete. Price stability depended 
upon there being no Budget deficit, no hoarding by speculators and continued 
investment in private industry. Possible anti-inflation measures mentioned in the 
report, but held not to be needed at present, included price and wage control, 
rationing, direction of key materials and control of production. 

Trade figures for 1950 show that exports to Britain amounted to Frs. 98,733 
millions, against Frs. 70,000 millions in 1949. Imports from Britain were 
Fts. 39,825 millions, compared with Frs. 32,722 millions in 1949. The surplus 
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with Britain on visible account was increased by more than 50 per cent. to the 
equivalent of about {60 millions. 

Sales of gold on the free markets in France are said to have been made by 
French Government agencies at prices ranging up to the equivalent of $45 per 
ounce. These have led to complaints that France is not conforming with her 
obligations to the International Monetary Fund, but this accusation has been 
denied by the French authorities. 

A special Government enquiry into the operations and results of State enter- 
prises in France has shown that the Government now controls over 120 enterprises 
of different types. The report of the enquiry disclosed that most of these enter- 
prises were operating at substantial losses, that their indebtedness increased year 
by year and that there has been widespre ad wastage, abuse and even fraud. 

Plans have been published for the issue of a new five-year Treasury bond to 
cover rearmament expenditure. The new bonds will be redeemable at the holder's 
option at any time from three months after the date of issue and will have a 
progressive interest rate starting at 2 per cent. and rising to 5 per cent. tax free; 
this rate will be payable as a premium on redemption. The issue will be unlimited, 


























Germany 

A new directive issued by the Central Bank Council requires the commercial 
banks to maintain a ratio of not less than one to five between liquid assets and 
deposits. The ratio of the banks’ own means to short-term credits is not to be 
weaker than one to twenty, and the ratio of own means to acceptance credits one 
to seven, while current credits and acceptance credits together are not to exceed 
70 per cent. of deposits and own means. The Central Bank has threatened to 
withdraw rediscount facilities if these restrictions are not observed. The new 
regulations were framed after it had been disclosed that, despite the rise in the 
rediscount rate, the rise in short-term banking credits in December amounted to 
Dm. 450 millions—nearly 50 per cent. larger than in November. 

The Central Bank has also announced that business contracts between West 
Germany and the sterling area may now be concluded in D-marks as well as in 
sterling. British approval has been secured for this adjustment. German foreign 
trade banks have been authorized to open D-mark accounts for authorized British 
dealers, but there is no sign that British banks are prepared to participate in 
these arrangements until facilities have heen made available for obtaining cover 
for D-mark balances. 

The general licence, which grants exemption from special foreign currency 
controls to enterprises with foreign interests, has been revised. 

A provisional trade agreement between West and East Germany provides for 
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exchanges valued at Dm. 170 millions. It is hoped that final arrangements for 
1951 will allow an exchange of Dm. 500 millions in each direction. 


India 

An international investment survey carried out by the Reserve Bank of India 
puts the country’s overseas assets at Rs. 23,910 millions and its liabilities at 
Rs. 10,460 millions. Of total liabilities, Rs. 6,480 millions are said to be in respect 
of official obligations and the balance of about Rs. 4,000 millions represents foreign 
investment in the private sector of the Indian economy; about two-thirds of the 
latter represents British investment in the Dominion. The bank’s report points 
out that from the surplus of Rs. 13,450 millions on the international investment 
account, a certain minimum of sterling assets will have to be earmarked as currency 
reserves. It argues therefore that the real creditor position of the country is far 
less than the arithmetical figure brought out by the survey; if the position is 
considered in relation to investment income account, as opposed to capital account, 
a debtor position is indicated. 

The Finance Minister has stated that India’s sterling balances amounted to 
{625.5 millions at the end of 1950, compared with {643.5 millions on March 31 
of that year. 


Indonesia 


The Indonesian Budget deficit for 1950 amounted to Fls. (Indonesian) 1,736 
millions. The Finance Minister has warned that further large deficits must be 
avoided; the Government intends to enforce drastic economies, including the 
cutting of the Civil Service by 50 per cent. 


Israel 


Under an agreement concluded with the United Kingdom Israel will be per- 
mitted to dispose of her remaining sterling balances by drawings of £7 millions in 
1951 and £6.7 millions in 1952. In case of need the second year’s release may be 
anticipated by the Government of Israel to the extent of not more than £2 millions. 
Repatriation of funds in Israel belonging to former British residents will continue 
to be allowed within reasonable limits, and in 1951, as in 1950, the British authori- 
ties will allow charitable remittances of up to £2.25 millions to be made to Israel. 

The Government has announced plans for floating a bond issue in the United 
States in 1951. The issue will be an important feature of the new Israeli develop- 
ment plan which envisages a total expenditure of $1,500 millions in the next 
three years. It is hoped that the sale of the new bonds will bring in $500 millions 
during the next three years and that another $500 millions will be obtained in the 
United States from official grants, private investments and contributions to the 
Jewish appeal. The Government has ordered the surrender of private holdings of 
American and Canadian securities. Holders may take compensation in cash at 
the appropriate official rate of exchange or in a new issue of 20-year Israeli Govern- 
ment bonds. 

The Director-General of the Ministry of Trade and Industry has asserted that 
fulfilment of Israeli agreements with Western Governments for credits and medium- 
term loans to Israel is being hampered by the difficulty of placing orders abroad. 
He disclosed that credits had already been agreed for a total of some U.S. $50 
millions in various currencies and that further credits for a total of U.S. $123 
millions were under negotiation. He argued that there was no need to consider 
devaluation of the Israeli pound and claimed that the expansion of the Govern- 
ment’s ‘‘ non-payment imports’ scheme gave investors virtually all the advan- 
tages they would get with a free market. 
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[he Finance Minister has disclosed that less than 40 per cent. of overseas 
payments were covered from export income and gifts from abroad during 1950. 
Che balance was met from the liquidation of sterling balances, overseas loans and 
ther forms of external disinvestment. 


Malaya 
In view of the recent marked improvement in the financial position of Malaya, 
British authorities have indicated that no contribution would be made to the 

country’s revenu® for 1950 apart from the £3 millions already granted. The British 

Government is considering whether more aid should be granted in 1951; it has 

ilready agreed to bear an estimated expenditure of £1.25 millions in connection 
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Mexico 
Che Director-General of the Bank of Mexico has announced that the greater 

irt of the official dollar reserve is being converted into gold. He claimed that 
the Government’s policy of selling gold freely to the public was intended to check 
inflation by taking large amounts of currency out of circulation. Other official 
steps to reduce currency notes in circulation include the acceleration of the 
\inting of silver coins, particularly of five-peso pieces with a high silver content 


Netherlands 


The British authorities have withdrawn the stipulation, made in November 
1949, that Dutch banks could hold only one transferable account each with their 
correspondents in Britain. 

Overseas trade figures for 1950 show that total imports amounted to Fs. 7,75: 
millions, against Fls. 5,279 millions in 1949. Exports increased from Fls. 3,794 
millions in 1944 to Fls. 5,287 millions in 1950. The year’s visible deficit at Fls. 2,466 
millions was thus materially larger than in 1949. 

Under an agreement concluded with the British Government, the Netherlands 
will settle her pre-E.P.U. sterling debt of £7.8 millions in equal monthly instalments 
over the three and a half years to June 30, 1954. 


New Zealand 

The Court of Arbitration has ordered’ a 15 per cent. increase in all rates of 
emuneration. This award absorbs the interim order of June, 1950, providing for 
idvances of 7s. per week. The Court Order justified the adjustment by referencé 
to the increase of 48 per cent. between 1949 and 1950 in the unfrozen portion of 
export receipts. 
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Arrangements concluded with the United Kingdom provide for an increase of 
} per cent. in the prices to be paid by Britain for some kinds of New Zealand 
meat in the contract year to Sepheuieer 30, I95I. 


N orway 


The Government has issued a £5 million loan on the London capital market. 
Its object was to secure funds to pay for ships constructed, or to be constructed, in 
British yards. The issue, which carries an interest rate of 4} per cent. and is 
redeemable between 1961 and 1966, was made at a price of £96 per £100 of stock; 
about half of it was left with the underwriters. 


South Africa 


fhe Union has been granted loans totalling $50 millions (£17.8 millions) by 
the International Bank for Reconstruction and Development. Of the total, $30 
millions will be utilized for development of electric power facilities and the 
remainder for financing the extension and improvement of State-owned transport 
projects. The larger of the two advances is redeemable over a period of 20 years 
and the smaller over a period of 15 years. Interest rates, including commission 
charges, come out at 4 per cent. and 3? per cent. respectively. The Union authori- 
ties have also arranged, through Dillon Read, a private placing of $10 millions of 
the Union’s promissory notes with American banks, together with a new revolving 
andlt of $20 millions from these banks to replace an outstanding credit of similar 
amount. Arrangements are also believed to have been made for a 12-year credit 
f Swiss Frs. 50 millions to the South African Government by a consortium of 
Swiss banks. The proceeds of the credit, which would carry an interest rate of 
33 per cent., would not be used for a specific purpose. 

Relaxations of import restrictions announced by the Government include the 
raising of the quota for imports of consumer goods by 50 per cent. Higher ceiling 
prices are also to be allowed for the unrestricted importation of piece-goods and 
wider facilities are to be granted for imports of raw materials. 

The quarterly statement of the National Finance Corporation covering the 
Uctober-December period of last year shows that deposits have risen by {10 
millions to £78.g9 millions. The Corporation’s cash holdings rose by £6.5 millions 
ver the same period; its holdings of Treasury bills increased by fo. 5 million to 
{53.1 millions and of “ other securities’ by £4.2 millions to {19.9 millions. At 
December 31, 1950, 7 per cent. of total assets were represented by securities having 
: maturity exceeding 5 years, compared with 5 per cent. three months earlier. 


Sweden 


An agreement has been concluded with the British authorities which will 

permit Sweden to use her pre-E.P.U. sterling holding of £21.8 millions for covering 
any F met deficit with the European Payments Union. The agreement, which pre- 
cludes s any funding of this balance, will remain in force until June : 30, 1952, provided 
both countries continue to be members of E.P.U. Further conversations may, 
however, be held after mid-1951 in order to formulate plans for reducing any 
sterling holding Sweden may possess at that date. 


United States 


The Government has announced a freeze of wages and prices at the highest 

evels reached in the period between December 19 and January 25 

Mr. Snyder, the Secret: iry to the Treasury, has declared that ‘the 24 per cent. 

reasury long-term borrowing rate has become an integral part of the financial 
structure of the country and will not be changed. After a conference at the White 
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House, called by President Truman, the President announced that the Federal 
Reserve Board had indicated its intention to support this policy by promising to 
maintain the stability of Government securities as long as the emergency lasts. 
This view of the upshot of the conference has been contested by some members of 
the “ Fed.”” The Government’s attitude has been criticized by the Committee for 
Economic Development on the grounds that wages and price controls would be 
ineffective unless a brake was put on bank credit. The Committee argued that an 
anti-inflationary monetary policy was more important than maintaining current 
interest rates. 

Proposals for increasing taxation by $10,000 millions submitted to Congress 
by President Truman provide for adjustments to raise income tax yields from 
individuals by $4,000 millions, increases of $3,000 millions in corporation income 
taxes and of a similar amount in excise (sales) taxes, concentrated upon a wide 
range of less essential consumer goods. 

A survey by the Securities and Exchange Commission shows that the public 
has virtually ceased to hold new savings in liquid form. Savings through bank 
accounts, savings associations, etc., are estimated at no more than one-fifth of 
I per cent. of income after taxes in the third quarter of 1950, compared with 2 per 
cent. in 1949. On the other hand, savings through investment in home construc- 
tion and through the purchase of durable goods have increased sharply. 


Uruguay 


The British authorities have released a further {2.8 millions of Uruguay's 
blocked sterling balance. It is thought that this operation will reduce Uruguay's 
remaining sterling holding to the proportions of a working balance. 

A new Government decree permits the Bank of the Republic to follow a more 
flexible credit policy. The ceiling of 50 million pesos for re-discount operations 
has been removed and bills with a maturity of up to 180 days may, under certain 
conditions, be re-discounted without limit. The note-issuing power of the bank 
has been increased by 10 million pesos and the limit on the amount of credit the 
bank can extend to any one firm has been raised to 1 million pesos. 


Appointments and Retirements 


Bank of India—Mr. Ardeshir Darasha Shroff has been elected to the board. 

Barclays Bank—Chief Foreign Branch: Mr. M. R. Gravatt to be an assistant manager; Mr. 
H. W. Stevenson, from York, to be an assistant manager; Mr. E. T. Craft to be a sub-manager; 
Mr. E. E. Taylor-Smith to be a sub-manager. Manchester Foreign Branch: Mr. J. F. Cockayne 
to be sub-manager. 208 Regent Street: Mr. W. M. Isherwood to be assistant manager. Tottenham 
Court Road: Mr. W. D. Crosbie, from 208 Regent Street, to be manager. Cromer: Mr. C. J. V. 
Scoones, from Wroxham, to be manager. Farnworth: Mr. A. A. Taylor, from Manchester, to 
be manager. Lowestoft, Commercial Rd.: Mr. W. R. Hall, from Cromer, to be manager. New 
Mills: Mr. W. Miller, from Wigan, to be manager. Stowmarket: Mr. D. J. S. Moyse, from 
Princes St., Ipswich, to be manager. Wroxham: Mr. L. W. Cowie, from Great Yarmouth, to 
be manager. 

Clydesdale & North of Scotland Bank — Aberdeen—Western: Mr. J. A. Davidson, from 
Mile-End, Aberdeen, to be manager on retirement of Mr. Alexander B. Beattie; Mile-End: Mr. 
J. Bruce, from chief office, Aberdeen, to be manager. Banchory, Station Road: Mr. A. Clark, 
from Dornoch, to be manager on resignation of Mr. J. King. Burnbank: Mr. J. B. Brownlie, 
sub-manager, to be manager. Castle Douglas: Mr. F. J. Stephen, from Head Office, to be manager 
on retirement of Mr. J. B. Ramsay. Cathcart and 1019 Atkenhead Rd.: Mr. J. Skinner, from 
Newmains, to be manager:on retirement of Mr. John D. Kerr. Coatbridge, Academy St.: Mr. 
J. S. Scott, Mr. G. F. Macdougall and Mr. T. B. Stewart to be joint managers of the combined 
businesses of Main St. and Academy St. Dalbeattie: Mr. James Wallace to be manager. Dornoch: 
Mr. T. Robertson, from Portsoy, to be manager. Kirkcaldy, 218 High St.: Mr. A. Dickson, 
Messrs. Beveridge and Aitken and Mr. A. W. E. G. Marr to be joint managers of the combined 
businesses of Nos. 170 and 218 High St. Moore Place: Mr. J. Mill to be manager in succession to 
the late Mr. J. Walker. Newmains: Mr. G. Macaulay, from Bothwell St., to be manager. New 
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Deev: Mr. W. A. Barnett, from chief office, Aberdeen, to be manager in succession to Mr. Ian 
W. Barrack, who has relinquished his post owing to ill health. 
Commercial Bank of Australia—Mr. W. J. Byrne has been re-elected chairman of directors 
for the year 1951. Mr. N. A. Jackson, manager of the London office, has been appointed a senior 
inspector at the Head Office in Melbourne. He will be succeeded by Mr. P. W. Jackson, manager 
of the Wellington office, New Zealand, who was in charge of the London office from 1939 to 1946. 
Mr. G. B. Cassidy has been appointed a sub-manager of the London office. 
District Bank—Mr. R. E. Bishop to be advances controller and Mr. E. N. Taylor to be assistant 
advances controller. Blackpool, Talbot Rd.: Mr. K. R. Griffiths to be deputy manager. Buxton, 
Terrace Rd.: Mr. I. J. Brady to be manager. 
Ionian Bank—Mr. B. A. C. Sweet-Escott, manager, to be manager and secretary, on retirement 
of Mr. R. H. Fry. Mr. A. R. Pappadakis and Mr. L. F. Aldis to be assistant managers. Mr. 
B. Shearer, C.I.E., O.B.E., to be regional manager for Greece. 
Lloyds Bank—Liverpool Committee: Mr. J. C. Taylor has been appointed a member of this 
committee. Newcastle upon Tyne Committee: Mr. H. B. Robin Rowell, C.B.E., A.F.C., D.L., 
and Colonel E. G. Angus, C.B.E., M.C., T.D., D.L., have been appointed members. He ad Office, 
Advance Dept.: Mr. C. S. Minchin, from Worthing, to be acontroller. District Office, Cambridge: 
Mr. F. H. G. Warren, from Winchcombe, to be district manager’s assistant. District Office, 
Salisbury: Mr. W. J. Ingamells, from Parkstone, Bournemouth, to be district manager’s assistant. 
Executor and Trustee Dept.—Birmingham: Mr. C. G. Y. Owen to be assistant manager and Mr. 
L. A. E. Freeman, from Brighton, to be sub-manager; Liverpool: Mr. F. A. Hillary, from Bir- 
mingham, to be manager in succession to the late Mr. S. A. Lawrenson. City Office, E.C.: Mr. 
E. G. N. Amies, from Pall Mall, to be a sub-manager. Pall Mall, S.W.: Mr. F. A. Benn to be a 
section manager. Ascot: Mr. J. M. Gliddon, from Newbury, to be manager on retirement of 
Mr. C. M. Fyson. Beaconsfield: Mr. S. C. Holbrook to be manager on retirement of Mr. H. K. 
Mace. Birmingham, Corporation St.: Mr. J. D. Crawley to be sub-manager. Bouynemouth, 
Parkstone: Mr. P. W. Reynolds, from Tunbridge Wells, to be manager. Burnham-on-Sea: Mr. 
L. W. G. Brownhill, from Gloucester, to be manager. Cambridge: Mr. F. J. Thomas, M.C., of 
the inspection staff, to be a sub-manager. Cricklewood, N.W.: Mr. H. E. Holt, from Golders 
Green, to be manager on retirement of Mr. H. W. Grendon, M.M. Croydon (also South Croydon) : 
Mr. F. L. M. Fowler, from Mincing Lane, to be manager on retirement of Mr. C. J. Marlow. 
Daventry: Mr. A. B. Bell, from Woolston, Southampton, to be manager in succession to Mr. 
L. W. Horne, who is on extended sick leave. Gloucester: Mr. D. Richards, from Reading, to be 
sub-manager. Lyndhurst: Mr. J. T. Sinclair, from head office, to be manager. Mincing Lane, 
E.C.: Mr. A. E. Dawes, from Leicester, to be manager. Morriston, Swansea (also Clydach) : 
Mr. E. O. L. Vaughan, from head office, to be manager on retirement of Mr. A. R. B. Dunstan. 
Ottery St. Mary: Mr. A. E. C. Sprague to be manager. Pwllheli: Mr. I. Griffith, from Southend- 
on-Sea, to be manager. Rye: Mr. R. N. Jutsum, from Winchester, to be manager on retirement 
of Mr. G. F. Richardson. Shrewsbury: Mr. C. J. Montgomery, of the inspection staff, to be sub- 
manager. Stamford Hill, N.: Mr. H. G. Phillips, from Finsbury Circus, to be manager on retire- 
ment of Mr. F. Lane. Stock Exchange: Mr. J. W. A. Nicholl-Carne, of the inspection staff, to 
besub-manager. Tunbridge Wells: Mr. B. R. Wiltshire, from Lyndhurst, to be assistant manager. 
Uttoxeter: Mr. J. R. Gratton, from Shrewsbury, to be manager on retirement of Mr. J. R. Nicklin. 
Wadebridge (also Camelford and St. Columb): Mr. W. F. Trestain, from Ottery St. Mary, to be 
manager on retirement of Mr. P. A. Gaud. Whitland: Mr. H. J. Jenkins, from Cardigan, to be 
manager on retirement of Mr. C. G. Morgan. Winchcombe: Mr. B. C. Davis, from Cheltenham, 
to be manager. Winchester: Mr. K. L. Judd, from head office, to be sub-manager. Worthing: 
Mr. A. R. Tapner, from Burnham-on-Sea, to be assistant manager. Woodbridge: Mr. G. H. 
Grimwood, from Cambridge, to be manager. India, Pakistan and Burma: Mr. H. C. Gotts, from 
Rangoon, to be a general manager’s assistant (Eastern Branches). 
Martins Bank—The Hon. Angus D. Campbell, C.B.E., who has served on the Manchester board 
since 1942, has been elected to a seat on the general board. Blackpool: Mr. R. C. Sharples to 
be manager, and Mr. C. H. Jones sub-manager. Redcar: Mr. W. McDonald to be manager. 
Midland Bank—London—Marylebone Rd.: Mr. R. A. Shambrook, from North Finchley, to 
be manager on retirement of Mr. E. S. Law; North Finchley: Mr. L. D. Spinks, from Willesden 
Green, to be manager; Palmer’s Green: Mr. C. Howgate, from Rye Lane, Peckham, to be manager 
on retirement of Mr. E. P. Jeffcoate. Ashford (Kent): Mr. J. V. Catlin, from Southampton, to 
be manager. Bridgnorth: Mr. G. H. Thomas to be manager. Eastbourne, Terminus Rd.: Mr. 
L. F. Revell, from Ashford, to be manager. Halesowen: Mr. W. A. Hince to be manager on retire- 
ment of Mr. G. E. Morris. Mold: Mr. P. Edwards, from Bridgnorth, to be manager on retirement 
of Mr. G. M. Jones. Swansea, Castle Square: Mr. T. J. H. Griffiths, from Eastbourne, to be 
manager on retirement of Mr. J. H. Williams. 
National Bank of Australasia— Melbourne, Head Office: Mr. G. Clement Hill has been appointed 
deputy chief manager. 
National Bank of India—Mr. A. M. McGrigor has joined the board of directors. 
National Provincial Bank—City Office: Mr. J. R. Copp, deputy manager, to be manager 
in succession to the late Mr. A. E. Griffin; Mr. V. G. Howell, to be deputy manager; Mr. E. M. 
Gaynor to be assistant manager. Bethnal Green: Mr. C. W. Hancock, from King’ s Cross, to be 
manager. Liverpool St. Station: Mr. F. W. S. Nichols, from Bethnal Green, to be manager. 
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Bristol: Mr. W. B. K. Wright, from Nottingham, to be manager's assistant. Chipping Sodbury: 
Mr. D. Appleby, from Torrington, to be manager on retirement of Mr. N. Brampton. Maidenhead: 
Mr. W. J. Helson to be manager on retirement of Mr. F.C. Naish. Mirfield: Mr. W. L. Hitching, 
from Mexborough, to be manager on retirement of Mr. J. P. Feather. Redruth: Mr. W. L. 
Morton, from South Molton, to be manager. Swanage: Mr. J. B. Sanders, from Eastbourne, to 
be manager on retirement of Mr. R. Charlton. Thornton Heath: Mr. A. F. Stevens, from Muswell 
Hill, to be manager on Mr. K. E. Trotter’s retirement Torrington: Mr. J. B. Fogaty, from 
Brixham, to be manager. Tunstall: Mr. B. L. Tatford, from Derby, to be manager. Ventnor, 
T.0.W.: Mr. D. G. Timms, from Ryde, to be manager on retirement of Mr. M. Sharpe. Wellington, 
Salop: Mr. R. H. Henderson, from Redruth, to be manager. 

Smith St. Aubyn & Co., Ltd.—Mr. Julian Martin Smith, M.C., has been appointed an addi- 
tional director. 

Union Bank of Scotland—Glasgow, Cowcaddens: Mr. R. Baird, from Partick, to be manager 
on retirement of Mr. A. J. S. Love. London, Regent Street: Mr. W. M. Byers, from London, 
to be accountant on retirement of Mr. J. C. Fisher 

Westminster Bank—Head Office (41 Lothbury, E.C.2): Mr. S. G. S. Alford to be an assistant 
controller. Battersea: Mr. F. G. Dangerfield, from Balham, to be manager. Bevxhill-on-Sea, St 
Leonards Rd.: Mr. E. H. Dunn, from Leigh-on-Sea, to be manager on retirement of Mr. L. C. 
Turpin. Bognor Regis West: Mr. W. J. Southwell, from Bognor Regis, to be manager. Frinton- 
on-Sea and Walton-on-the-Naze: Mr. G. K. Ditchfield, from Norwich, to be manager. Lower 
Sloane St.: Mr. J. H. Blackwood, from West End office, to be manager on retirement of Mr 
H. E. Binns. Maidstone Trustee Branch: Mr. A. F. A. Norman, from Piccadilly Trustee branch, 
to be manager. Oxted: Mr. L. B. S. Benge, from Cobham, to be manager on retirement of Mr. 
R. H. Blenkarne. Regent St Mr. G. F. Billinge to be manager on retirement of Mr. L. 
Lawrence. Torquay: Mr. J. W. Weeks, from Bognor Regis West, to be manager on retirement 
of Mr. J. A. Sherwood. Wandsworth: Mr. A. Chapman, from Battersea, to be manager on 
retirement of Mr. W. S. Higgon. Wesi End Office: Mr. C. K. Shone, from Westerham, to be 
assistant manager. Westerham: Mr. A. J. Holdaway, from Sevenoaks, to be manager. 
Williams Deacon’s Bank—Sir William Crawford Currie, G.B.E., to be a deputy chairman 
Mr. Harold Bradburn, who has been connected with the bank for sixty-two years, for the last 
twelve of which he was a director, has, owing to advancing years, decided to retire from the board. 
Yorkshire Penny Bank—The Hon. Sir Jasper Nicholas Ridley, K.C.V.O., O.B.E., chairman 
of the National Provincial Bank, has been appointed a director in place of the late Capt. E. C. 


Eric Smith, M.C., LL.D. 


hib-singiaprurs Received 


History of the British Linen Bank. By Charles A. Malcolm. The main appeal of this hand- 
somely bound volume will no “doubt be to the servants of the great institution whose history it 
commemorates. Its early chapters, however, deserve a wider and more abiding place in banking 
literature than the present limited edition may allow. The story of how a chartered corporation, 
founded “‘ to carry on linen manufactory in all its branches ’’, became one of the largest banks 
in Scotland in a fit almost of absence of mind—first because it paid linen weavers with its own 
notes of hand, then because it made advances to tose in its own trade, and then because it 
expanded its lending activities to other trades in difficult times—all this provides a case study 
in banking origins of quite absorbing interest. (Privately printed by T. and A. Constable, Ltd., 
253 PP.) 

Principles of Finance and Investment. * Lewis G. Whyte, F.F.A. This is a text book in 
two volume s, specially designed for pore, studying for the financial and investment sections 
of their examination syllabuses. It starts with a string of definitions of such elementary concepts 
as wealth and interest and moves at a slow pace through an examination of Britain’s social 
and economic way of life to a study of practical investment problems, particularly those of the 
insurance offices. It fulfils its obligations to the examinee most thoroughly, but there are chapters, 
principally in the second volume, where the modern student may find his appetite whetted 
rather than satisfied by Mr. Why te’s discussion of such questions as the ‘‘ factors affecting the 
rate of interest’ and the ‘‘ rdle of the institutional investor’. (Published for Institute of 
Actuaries - Faculty of Actuaries at the Cambridge University Press. Vol. I, 192 pp.; Vol. II, 
176 pp. 12s. 6d. net each.) 

The Post. War Financial Problem and Other Essays. By F. W. Paish. The four post-war 
essays in Professor Paish’s collection are well worth reading again. They constitute one of the 
best examinations ever published of Britain’s problem of financing her heavy post-war capital 
expenditure without progressive inflation or recurring balance of payments crises. Time has 
not always dealt kindly with some of Professor Paish’s individual forecasts, but it has dealt 
quite remarkably kindly with his general approach—chiefly, of course, because that approach 
has been consiste ntly the correct one. The other seven essays include a thought-provoking 
study of ‘‘ The Economics of Rent Restriction "’ ; for the rest, they are largely redolent of 
famous battles fought long ago. (Macmillans, 263 pp., 15s. net.) : 
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Banking Statistics 





National Savings 
(£ millions) 


Savings 
Certi- Defence Savings 
ficates Bonds 
(net) (net) 
*“2.2  33s0 
10.8 17.9 
39-7 20.4 
any = FoF 
2.7 — 19.8 
16.4 — 25.1 
29.4 - 29.9 
- 2.3 — 31.2 
— 4.5 -— 20.3 
-7.2- 5.8 
Pea Bef 
-1.5- 0.4 
-7.6- 4.8 - 
-8.9- 5.1 - 
= 3-5 > Get 
-10.9 — 9.6 
-13.6 «= 7.5 - 
~63.0= 7.3 


* Including Release Benefit Accounts from Ju 


Ord. 


Banks Total 
(net)* Small 
35-6 47.8 
11.8 40.5 
29.6 87.5 
- 19.6 17.0 
2.9 — 14.2 
oe 8.5 
54-0 54-1 
13.7 — 19.8 
6.4 -— 18.4 
o.3.-= 67 
52.2 58.1 
8.6 6.7 
4.7 = 5.5 
3.2 — 17.2 
36.6 22.0 
6.4 —- 14.1 
2.4 — 23.5 
4.3 — 20.2 





Savings 


Certi- Defence Savings 
Banks Total 
(net)* Small 


ficates Bonds 
(net) (net) 


Ordinary Revenue and Expenditure 


Ord. 
Rev. 


Exp. 


£m. 

898. 
1054. 
1809. 
3867. 
4775- 
5623. 
5788. 


NOOWnrtwW wowmr NN NN 


1* 


8* 


{m. 


872. 

927. 
1049. 
1408. 
2074. 
2819. 
3038. 
3238. 
3284. 
3341. 
3844. 
4006. 
3924. 
*Allowing for loan expenditure. 


Ways and Means Advances 
Bank of England 
Public Departments 

Treasury Bills : 


Tender 
Tap ; a 
lreasury deposit receipts 


Oo nun uno HO NW O 


o 


Deficit 


£m. 

25 
127 
760 


2701. 
2803. 
2749. 
2819. 
2190. 
569. 
657. 
853. 


ig 
a a 
.5* 
2458.3 
6 
3 
9 
7 
3 


I 
8 
8 


t 
t 


567.4f 


Floating Debt 
Feb. IS 
1950 


a 


n 


379.1 


2930,0 
1955. 
497. 


5705. 


wn 


1949 May -0.6- 0.5 
June... - 1.9 —_- - 
july... = 2.7= 1.2 ~ 
Aug... -8.9- £.6 =< 
Sept... - 3.0 - 2.0 
Cet: .. + £6= 85 
Nov... = 3.8 = 8.7 
DG... ~a~ £6 —22. 

rog0 Jan. .. -0.6= 1.8 17. 
Poo. «2 = 3.2 = 2:6 13 
Mat. os = 1:9 = . 49 6 
April... -— 2.5 -— 3.2 8 
May .. -—3.8- 3.4 Oo. 
June... -—-4.6- 3.0 —-2. 
July .. -—-4.7- 2.5 -—6. 
AUG... +48 =— 2.3. = 6, 
sept... —-4.8= 2.7 < 
Oct. .. —8.2= 2,2 8. 
RV... = 38— 2.9 a 
Dec. —-4.4- 2.4 16. 

1951 Jan. .. -— 1.5 - 2.0 15. 

ly, 1945. 
By Ord. Ord. 

Quarters: Exp. Rev. 

£m. £m. 
1947 III .. 808.3 807.5 
EV ss 736.1 761.5 
1948 I... 1023.0 1435-8 
BM .. «666898 794.8 
i) a 751.4 831.7 
EV «2 69FOE4 802.7 
1949 I... 996.2 1577-9 
Ss 754-0 750.7 
mr. 833.0 820.7 
IN ss “Saag 811.0 
1950 I.. 946.0 1536.3 
oo 725.2 768.8 
- 778.2 813.3 
nV ss Geg.7 791.6 
¢ Surplus. 

Jan. 27, Feb. 3, Feb. 10, 

1951 1951 1951 
fm. fm. fm. 
407.5 355.0 402.5 

3200.0 3190.0 3170.0 

1801.9 1842.4 1808.1 

420.0 420.0 395.0 
5829.7 5837.9 5775-8 
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Deficit 
fm. 
0.7 
25-4T 
412.8t 
181. of 
80.2t 
$5.37 
581.7t 
2.8t 
12.3% 
3.7 


590.3t 
43.5 
35-1f 
12.8 


Feb. 17, 
1951 
£m. 


439.5 


3170.0 
1801.2 
3600.0 





5771.0 


















1949 Sept. 30* 
Dec. 31! 

1950 March 31 
June 30 
July 29 
Aug. 26 
Sept. 30 
Oct. 27 
Nov. 25 
Dec. ee 

1951 Jan a 





* Periods ended on 




























































1950 : 
I + 40 
II sie .. +180 
III +187 
IV + 398 
Total, 1950 +805 














last Saturday in each month, except at 
t The T.D.R. issue reached its highest level on September 7, 1945, at £2225 millions. 
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Treasury Deposit Receipts 


Raised Redeemed 
£m. £m. 
_— 258.0 
260.0 142.5 
—— 29.5 
140.0 190.0 
105.0 50.0 
45.0 -_ 
55.° o 
125.0 44-5 
95.0 116.5 
100.0 139.0 
oo 105.0 









































Outstandingt 
m. 














+ 296 
+ 438 
+ 334 
+ 544 


+1612 








a 


gil. 
872. 
465. 
350. 
405. 
450. 
505. 
585. 
564. 
525. 
420.0 


MmMoosof9 000 


oo 


final month in each quarter. 


1950 Net New 1950 Net New 
Week ended: Raised Redeemed Borrowing Week ended: Raised Redeemed Borrowing 
Aug. 5... — — = Nov. 18 .. 45.9 32.5 12.5 
“a 12 — — -- s a 25.0 16.5 8.5 
39 .. 25.0 — 25.0 Dec. 2 —_ 39.0 39.0 
" 6 .. 20.0 -_ -- 9 50.0 30.0 20.0 
sept. 2.. —_ _ —- 10. 25.0 40.0 - 15.0 
sa O xs 25.0 -- 25.0 a 25.0 30.0 5.0 
6... mae _- 30.0 , ae — — — 
 — —- -- -- 195! 
7 er —_ — —— Jan. 6 — 25.0 25.0 
Oct. 7 os 25.0 — 25.0 ‘a 13 _ 30.0 — 30.0 
in a 25.0 -— 25.0 20 _ 25.0 - 25.0 
’ 21... 40.0 21.0 19.0 Re 5 a -— 25.0 - 25.0 
‘a SE ki 35.9 23.5 11.5 Feb i _ — -- 
Nov. 4.. 25.0 37.5 - 12.5 10 -— 25.0 ~ 25.0 
EF 303 -— 30.0 — 30.0 - 17 - 35.0 - 35.0 
* Unofficial figures. 
Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) 
Net Financed by : Reserves 
Deficit —— at end of 
Years and U.S. and Purchases S. African Change Period 
Quarters Canadian from Gold E.R.P. in 
Credits I.M.F. Loan Reserves 
1946 908 1123 — — — + 220 2606 
1947 4131 3273 240 = ae — 618 2079 
1948 : 
I a “a 595 345 88 325 -- + 162 2241 
II Ki ss 434 7 16 — 89 — 321 1920 
III ee 306 — a -- 163 — 143 1777 
IV 375 acs 24 — 430 + 1856 
Total, 1948 1710 352 128 325 682 — 223 1856 
1949 : 
I ot a 330 30 32 —~ 325 + 56 1912 
II ia ‘a 632 30 i -- 340 — 262 1651 
III a aa 539 29 _ — 284 — 225 1425 
IV wi oa 31 27 20 _ 246 + 263 1688 
Total, 1949 1532 116 52 - 1196 — 168 1688 
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... 6UerY 3 seconds 


In London and New York and in over 50 branches in 
major countries throughout the world . . . every 3 seconds 
we serve a client, handling his financial problems with 


the understanding and skill that is the inheritance of 





over 100 years of banking experience... 


THE NATIONAL CITY BANK OF NEW YORK 


(incorporated with limited liability under the National Bank Act of the U.S.A.) 


HEAD OFFICE: 55 WALL STREET, NEW YORK 


LONDON OFFICES: I17 OLD BROAD STREET, E.C.2; 11 WATERLOO PLACE, S.W.I 





BANQUE BELGE POUR L’ETRANGER 
(OVERSEAS) LTD. 


Affiliated to the Société Générale de Belgique 
CAPITAL £2,000,00 


entirely subscribed 


4 Bishopsgate, LONDON, E.C.2. 


BOARD OF DIRECTORS 
A. DONNAY (Chairman and Managing Director), 
Sir THOMAS J. STRANGMAN, K.C. (Deputy Chairman), 
P. BONVOISIN, F. HAEGLER, F. PUISSANT BAEYENS, P. RAMLOT, 
E. VAN HOOF (Director-Manager). 
British and Foreign Banking Business of every Description transacted. 
FOREIGN EXCHANGE TRANSACTIONS - COMMERCIAL CREDITS 
COLLECTION OF CLEAN AND DOCUMENTARY DRAFTS, ETC. 


PRINCIPAL CORRESPONDENT IN LONDON OF THE 
BANQUE DE LA SOCIETE GENERALE DE BELGIQUE 


AGENTS IN THE UNITED KINGDOM FOR THE BELGIAN PostaL CHEQUE SERVICE 
Correspondents throughout the World. 
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CLYDESDALE & NORTH OF 
SCOTLAND BANK LTD. 


DIRECTORS 
Sir Harold E. Yarrow, Baronet, C.B.E., Chairman 
Si Anarey S. Machare Deputy Chairmen 
The Rt. Hon. The Earl of Feversham, Hon. Sir Joseph P. Maclay, K.B.E. 
DS.©., D.L. Andrew Mitchell 
Frank Fleming, D.S.O., D.L. The Rt. Hon. Lord Boyd Orr of 
Robert Laidlaw Brechin, D.S.O., M.C., LL.D.., 
The Most Hon. The Marquess of F.R.S. 
Linlithgow, K.G., K.T. Lt.-Colonel Sir Albert G. Stern, 
— Logan M‘Clure, W.S. K.B.E., C.M.G. 
Lachlan Mackinnon, D.S.O. William Thyne 
NORTHE RN ‘ARE A LOC AL. BOARD 
John S. Allan, D.L., Chairman 
Frank Fleming D.S.O., D.L., Deputy Alexander Lyon, D.S.O., D.L. 
Chairman James A. Mackie, O.B.E. 
Sir George W. Abercromby, Baronet, Lachlan Mackinnon, D.S.O. 
D.S.O. The Rt. Hon. Lord Boyd Orr of 
The Rt. Hon. Lord Forbes, D.L. Brechin, D.S.O., M.C., LL.D., 
James Keith, C.B.E. George Robb F.R:S. 


John J. € ‘ampbell, General Manager 


Statement of Accounte- ~31st December, 1950 


LIABIL ITIES 1950 1949 
£ £ 
2,441,000 2,441,000 
Reserve Fund 3,700,000 3,700,000 
Notes in Circulation .. 4 ~ 15,403,124 14,815,319 
Current, Deposit and Other Accounts obi .. 459,189,793 158,126,722 
Acceptances and Engagements oie os 6,301,014 4,399,672 


Paid-up Capital 


ASSETS ~ 
£ £ 

Coin, Notes and Balances with Bank of England .. 16,961,084 17,883,799 
Balances with and Cheques on other Banks .. 21,283,670 24,289,851 
Money at Call and Short Notice... ys - 9,025,000 10,625,000 
Bills Discounted : es ae ns La 493,296 
Treasury Deposit Receipts he - a a 4,000,000 
Investments .. 86,975,058 84, "528, 706 
Advances to C ustomers and other Accounts . 41,353,664 35,197,119 
Liability of Customers for saekesnenind and Engage- 

ne 6,301,014 4,399,672 


ments ; ke 
Bank Premises and other Properties ne i 956,283 950,504 


HEAD OFFICE 7 is a By 30 St. Vincent Place, Glasgow 
LONDON OFFICE . * me 30 Lombard Street, E.C.3 
ABERDEEN (Chief Office) . bs a 5 Castle Street, Aberdeen 


EDINBURGH (Chief Office) m! oe 29 George Street, Edinburgh 
(91 Buchanan Street, Glasgow 


FOREIGN BRANCHES... me ‘* 65 St. Vincent Street, Glasgow 











CLYDESDALE & 
NORTH OF SCOTLAND 
BANK LTD. 


AMALGAMATION WE L + 70 STIFIED 


SIR HAROLD E. Y ARROW’ S ADDRESS 


HE one hundred and thirteenth general 
TL secting of shareholders of Clydesdale & 
North of Scotland Bank 
held in the Head Office, St. Vincent 
Glasgow, on February 14, Sir Harold E. 
Bt., C.B.E., the Chairman, presiding. 

The Chairman, in the course of his speech, 
said: 

At this time last year I gave an outline of the 
history of the C lydesdale Bank and of the North 
of Scotland Bank, and I expressed the view 
that the amalgamation of the two Banks, 
which became effective on January I, 1950, 
would result in improved service to the public. 
Iam glad to report that the experience of the 
past year has justified my confidence. 

Our Profit, at £403; 317, shows a reduction 
as compared with the previous year, of {19 500, 
which can be attributed mainly to expenses 
arising from the amalgamation. 


Limited was 
Place, 
Yarrow, 


CHANGED PATTERN OF TRADING 
CONDITIONS 

It was apparent by the early months of 
1950 that a marked change had taken place in 
trading conditions at home. The new plant 
which had been installed under industry’s post- 
war capital investment programme had re- 
sulted in greater production; the flow of raw 
materials and components was much smoother; 
quotation of fixed prices was returning; the 
knowledge that supplies of finished products 
were more plentiful caused the placing of orders 
to ease, and demand became more restricted 
as buyers exercised the greater choice available. 
Suddenly the whole pattern changed as a 
result of the outbreak of war in the Far East 
and the announcement of the rearmament 
programme. Trading conditions of the earlier 
post-war years were soon evident. The for- 
tunes of Scottish shipbuilders were .in strong 
contrast with those of a year earlier, when the 
dearth of new orders for ships was causing 
anxiety. Not only did the volume of new 
contracts increase substantially, but a slightly 
better balance was restored in the industry as 
a result of the improved demand for dry-cargo 
vessels and the wider distribution of new orders 
throughout the yards. Asa result of the recent 
spurt in ordering, the short-term prospects for 
the industry are much brighter. 

FEATURES OF SCOTTISH INDUSTRY 

An outstanding feature in Scottish industry 
during 1950 was the record level of output 
achieved by steelmakers. This industry has 
earned a high reputation for efficient manage- 
ment, and has been singularly free from labour 
troubles. Surely it is unwise, especially at such 
a critical time, to incur the risk of disrupting 
production by proceeding with nationalisation. 


Heavy engineering firms were actively en- 
gaged and held substantial order books, but 
the outlook in the lighter section has become 
less clear as a result of the prohibition of the 
use of certain non-ferrous metals. 


THE WORLD SITUATION 

The uncertain international situation has 
resulted in an intense world-wide demand for 
raw materials, and this development, together 
with the effects of devaluation, has led to a 
steep rise in prices of many raw materials 
which we have to import and to a deterioration 
in the terms of our international trade. By 
contrast, the inflated prices paid for Sterling 
Area raw materials have contributed to the 
improvement in gold and dollar reserves, but 
it would be unwise for us to ignore the im- 
plications of the contra entry of mounting 
sterling balances. Moreover, while acknow- 
ledging the determined and successful efforts 
of industrialists to increase direct dollar- 
earning exports, it is well to remember the 
contribution made to our improved gold and 
dollar reserves by the cut of 25 per cent. in the 
dollar imports of Sterling Area countries agreed 
in July, 1949. It is still too early to assess the 
effect of the suspension of Marshall Aid on 
January 1, 1951, but any curtailment of dollar- 
earning exports as a result of our rearmament 
programme will present new difficulties in the 
balance of payments problem. 

Many difficulties will have to be surmounted 
as the defence programme is stepped up. If, 
now indicated from official quarters, 
exports in certain industries are to be restricted 
to meet the more pressing needs of rearmament, 
then a greater quantity of consumer goods will 
have to be sent overseas to make up the 
balance, with consequent scarcity at home. We 
also have with us the fear of continued in- 
flationary pressure, the control of which is 
primarily the responsibility of the Government. 
Heavy taxation already plays its part in cur- 
tailing private spending, and the success of 
further anti-inflationary measures must come 
mainly from a substantial reduction in the 
level of public expenditure. Last month, when 
discussing the economic developments of 1950, 
the Chancellor of the Exchequer indicated that, 
despite the progress achieved, the prospect for 
our standard of living was gloomy. If our 
standard is to be maintained, increased pro- 
ductivity is essertial at all levels. Despite the 
need for greater output, it is not generally 
realised that, with a five-day week in operation 
in a number of our industries and allowing for 
holidays, many factories are at a standstill for 
about 120 days in the year. Shortage of 
operatives is another limiting factor, and if 
increased production is not to come from more 
man-hours greater mechanisation in industry 
to raise output from available manpower 
becomes a matter of first-class importance. 
This calls for additional capital expenditure, 
which in turn demands that Government policy 
in regard to taxation should be designed to 
enable the ploughing back of a greater propor- 
tion of industrial profits, so that adequate 
funds may be available for the modernisation 
of equipment. 

The report and accounts were adopted. 
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THE NATIONAL UNION OF BANK EMPLOYEES 


Founded in 1918, as the Bank Officers’ Guild, 
The National Union of Bank Employees has a 
membership of over 30,000. 


The objects of the Union are to secure the 
complete organisation of members of the Managing, 
Clerical and full-time Non-Clerical Staffs of all 
Banks in the United Kingdom in order to estab- 
lish, improve, maintain, and protect their conditions 
of service, both individual and collective; to main- 
tain the highest possible standard of service given 
by its members to the public and the Banking 
Industry, and by such Industry to the community. 


Headquarters : : : 2  : 28 Old Queen Street, Westminster, S.W.1 
City Centre : oo: : 4 $ Dove Court, Old Jewry, London, E.C.2 
Birmingham Office : Unity Chambers, 262 Corporation Street, Birmingham 
Scottish Office : : : : +: +: 70 Wellington Street, Glasgow, C.2 


THE NATIONAL UNION OF BANK EMPLOYEES 





The Lady of the Lamp 


This Hospital, which is neither Controlled 
nor supported by the State, 
provides beds for educated women 
of limited means at low cost. 


An additional £10,000 is needed annually 
to offset the rising cost of services. \ 
LEGACIES. The kindly consideration 


of friends when making their The cool season— May to August —is the best 
Wills and of the time to visit the Kruger National Park, the Natal 

. - Coast and the Victoria Falls. 
Banking Profession First-class Fares to Cape Town from £70 to £144 
when advising their Clients as to Particulars from:— wind 

: . | Head Office : 3 Fenchurch Street, London, E.C. 
BEQUESTS is especially urged. sstct itl Deatanaie demenens 
125 Pall Mall, S.W.1 
Please write or "phone the Appeal Secretary, THE | 


) FLORENCE NIGHTINGALE. a UNION-CASTLE 


HOSPITAL | 


19 LISSON GROVE, N.W.1 | A lone ww vtself 


| 
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